■' ' / .' 



ERIC 



d6cument.Jiesui4e: 



239 .828 



RC 014 606 



Cai 



INSTITUTION. 

SPONS AGENCY 

PUB DATE ° 
NOTE 



AVAILABLE mOM 

PUB TYPE 

EDRS PRICE 
DESCRIPTORS 



How Extension 
Analyses . ' ^ 

.Wi scons in itin i v .// Madi son . Dept of Agr icultural 



Help Communities Conduct Impact 

Journal ismr 

Department of AgriculturB, Washington, D.C«; 
Wisconsin Univ., Madisonr Up iy. Extension. 

4 ' Jan 82; ' / ■., • . . 

35p. ; A report prepared by the Extension CoAiinit tee on 
OrG^anization and Policy Task^Force on Econoin^ic impact v 
and Data Analysis, ' | 
AgricultuxT^il Bulletin Building, 1535 Observatory / 
.Drive, Madison; WI S3706 ($1.00) . V 
Guides >-/Non^Classroom Use (055) 

MF01/PC02 flus Postage. 

Budgets ; *Commun ity Change ; CosV Estimates ; Delivery 
Systen/s; Economic Change; *Economic Development; 
Economic Factors; Educational Finance; Employment 
OppOyi^iunities; Expenditures; *Extension Agents; 
Exteiision Education;. Financis^l Pol iipy; Income; *Input, 
Ou'bput Analysis; *Local Government; Models; Political' 
Influences; Population Growth 
♦pipact; *Private Sector , 



JDENTIFIERS 
AB'STRAC*r 

/tntend'^d to provide guidancie to Extension specialist's, 
^nd agents face^ with regaests for. impact analyses from communities 
experiencing economic development , this report also siunmarizes/ issues 
that need, to; be .considered. The first section, on private sector 
impacts, * addresses questions on predicting changes in production , 
employment Vyand housing resulting from proposed developments. A 
second section discusses public sector impacts and highlights^ methods 
for estimating changes^in public expenditures (using school 
expenditu]ps as an example) and public revenues resulting from 
ecohongiic ;aevel6pment events. In the third section, the economic base 
and* inpulf'^output moddl§ are cbveired, . with a review of the basic 4^ 
needs ainfd as simpt ions the mqdels,. which describe links ( jobs, 
income/ and output) between a development event and the rest of the * 
community ^ Some ^other* important changes which may occur in a 
commuriity but are not easily estimated with economic models are * 
revised in the fourth section, on lionmarket impacts (population 
changes, employment-related changes, and changes in political 
at^^osphex/e). The final section defines Extension's role in impact 
analysis; reviews differences between facts/ values, and beliefs; v 
identifies points in the decision-making process where E^ ; r 

education programs are most appropriate; and outlines; various 
approaches to deliver impact analyses. (MH) v 

********************************** 

* 

** 




* Reproductions supplied by EDRS are the best that can be made 

* J, * « from the original document. , v 
**;*****************************************************'******^^ 



EKLC 




CO 



"PERMISSION TO REPRODUCE THIS 
; MATERIAC HAS BEEN GRANTED BY 



: TO THE EDUCATIONAL RESOURCES 
: \l INFORMATION CENTER (ERIpr* 



UA DEPARTMENT OF CDUCATION 
NApONAC INSTITUTE OF EDUCATION 
EDUCATIONAL RESOURCES INFORMATlOr 

^ CENTER lERtCI - 
O^hb docun^nt has bMO r«producad i 
received from the persort oc-orgartizatk) 
originating it jflHte^"' 
□ Minor changes have been ralrtGrTmprov 
reproduction quality.. * 

• Points of view or opinions stated in this doci 
ment do not necessarily represent officiai Nl 
position or pdlicy. 



Because many cornmunltles are (aclng significant economic changes, the 
'Cgmmunity pevelopment Subcommittee of the Extension Committee brganlza* 
\t|o)i a a task force to explain the basic elements of Impact 

anfljysls and to explore the role Extension could play In delivering Impact , 
analyses lor community dec^^ publication Is a prodact of the * 

njillonali&sk force's efforfe , " , v 

Members of the Task Fprce on Economic Impact and O&ta Analy^ are 
iistea below.: r * r'> . 

Eddie Dunn, /; 
North Dakota S^ate University . 

George McDowell, i ' 

University of Massachusetts * ^ 

\(3eorge Morse, * ^: ' ' 

, Ohio State University, 

Fred ObermI Her, ^• 
Oregon State University 

Deb Brown, ^ 
J, Purdue University \ 

' Joe Lanham: 

Comrhunlty and Rural Development, r: 
* Exterftlon Service, 
Hj.S. Department of Agriculture 



< 



y:.Ron Shaffer; Chairman, 
idhiyerslfy of WIsconsln-Madlson 

David U Detiertin, ' 
JUnlverslty of Kentucky 

Jbhn B. Ferrist rom (retired) 
Community a>id Rural Development, 
:ExtensiorvS|rvl^ 
' U S/ Department of Agriculture 

GQoVge ETGoldman, v 
University of California-Berkeley 

•Frank^Qpocte, * , ' 
The Pennsylvania State University 

,jQhn Gordon, r V 
Universltjofef Florida 



Conteiiis 

"bv^rvlevy/l ^ ^ 

Conslde^rlng Economic Change jii the^ 
Communit/s Privatfr Sector, 3 

V Estimating the ImpacSts of Growth 
on Locail Gcwdrnmert 9 * 
A by George ml}itor$e 



and George MqDowbII 



..■/-•;.... . . ... - 

/ Cortiparatlve Features of Input-Output 
and Export Base Models as Toolsior 
Extension F^pgrammlng, 17. ^ 

- by Frank Jaoode i / 

Noniiiarket Impacts from Efconontte 
Development, 24 . ' • 

^ flo" S/?a ffer \ 

. Exienslon's Role in Econo;»^c Impact 
. Analjjsis, 29 . 

• by David Jt. Debertin - 
' and Geprge E, Goldman 



Introduction 

This report wbs commissioned by 
the Community Resource Develop- 
ment Subcommittee of the Extension 
Committee on Organization and Pol« 
ley. The purpose of the/eport Is to . 
provide guidance to Extension special- 
ists and agents faced with a request ' 
for^n Impact analysis from communl- 

X experiencing economic develop* 
t. The report will suggest some 
basic Issues that need to be consid- 
ered In an Impact analysis. It is not a 
technical report, but Ip a summary of 
Issues that need to be consl^red. 
"The report Is divlded Into flve^ec-^/ 
tlons. They are: Impacts on the private 
sector, Irripficts on the public sector, 
I nputoutput and economic base meth- 
odologies, nonmarket Impacts, and 
the role of Extension.* ^ 
The sectlon on pr[vate sector Im- 
pacts addresses questions about pre- 
dicting ch1ar/ges In production, em- 
ployment and Income resulting from a 
proposed development. It als^o raises 
some important questions concerning 
gross and net changes in these eco- 
nomic variables and the distribution 
of the changes. The application of 
multipliers and the timing of develop- 
ment-related impacts are also dis- 
cussed. ^ 

The discussion of the public sector^, 
impacts highlights different methods V 
for estimating changes in public ex- * 
penditures and publtc revenues. result- 
ing from an economic development 
event. Thd second section also em- 
phasizes the need to distinguish be- 
tween changes directly attributable to 
a development project and changes 
' that are consequences of ongoing 
trends^ The difference in the perspec- 
tives of local officials and citizens is 
addressed. 

The jdisdussion of the economic^ 
baseand input-output models In the 
third section reviews the basic data' 
need^ of the models and the assump- 
Xionp that are included In the two 
models. Thiese modeis^^describe the 
iinl<s between a deveioprrtent event 
and the rest of the community. These 
links are \6bs, incQme, and output, 
which are categorized into public and 
private impacts. Where labor resides 
and where supplies and raw materials 
are purchased, as well as the types of 



buslneSsee already In the communltyi 
are important considerations when ^ 
projecting the types of local Impacts'^ 
that will occur. 

The section on nonmarket Impacts 
tevlews sonie of the other Important 
<?hanges that may occur In a commu- 
nity, but that are not easily estimated 
with economic models. Some of the 
nonmarket Impacts discussed In the 
fourth section Include population 
changes, changes In the political 
atmosphere of the community, and 
employment-related changes. The rela- 
tive magnitude of*tf project Is a major 
determinant of the size of the "shock" • 
that the community may experience, 
and a community will adjust to certain 
Impacts over time. 

Thd final section defines Exten- 
sion's role In Irrtpact analysis. The au- 
thors review the differences between 
facts, values, and beliefs, which are 
the main components of the comm^unl- [ 
*ty decision-making process.^ They also 
Identify the points in the decislon-i 
H^aking process where Extension edu- 
cation programp are most appropriate 
and outline various approaches to 
deliver impact analysis. : 

The comrtrentary in these sections, ■ 
for the most part, presumes arl In- | 
crease in economic. activity. However, 
Impact analysis Is just as appropriate 
in a situation of ec6nomic decline. 
The same questions remain irnportant, 
but the answers may noj^simpiy be 
the opposite of those addrdssiqa an 
increase in economic activityN 
• 

Other Issues . 

Economic de>;elopment and eco-: 
nomic growth are"" often viewed as syn- 
onymous terms. For purposes of this 
report the moretencompassing term, 
economic development, will be used. 
Econpmic development carries a con- 
^notation of improved welfare which ^ 
may mean more jobs and InconiiB or a 
^ better distribution of jobs and income^ 
or even fewer jobs that are perceived 
to be undesirablfe. Economic growth 
generally means that more jobs, in- 
come, and output havQ resulted. 

' Economic developrpent is usuaijy 
associated with the arrival of a new 
business. However, changes in in- 



come, employnppnt, output, etc., can 
re&iult from the expansion of busl* 
nesses already existing In the cbmmu- 
rilty or the Improved profitability of 
these businesses. < 

Any Impact analysis must consider 
the geographical aind poiiticffi units in^ 
which the develOpment>/viii be located. 
The'geographic boundaries might be a 
watershed or drainage area. The 
political boundaries could be that of a 
municipality (city, village) or a school 
district, for example. The magnitude 
and the incidence of the impacts from ^ 
an economic development event will 
vary according to the units Included'in* 
the analysis and, In^turn, the units 
selected will depend on the qi^tlons 
asked. Once the units are detemfined, 
the gioup conducting the analysis ; 
should confind Its efforts to estimat- 
ing iitlpacts that wIM occur within 
thqge units. Th|s does n'ot mean sx- 
lernal changes are to be Ignored, 
rather they should be addressed In £i 
separate analysis. \ 
V. Time Is an Important variable ig^an 
^Impact analysis. All of the commurilty4 
» changes do'not occur on the first day 
of Mh,e economic development event, 
but often take several years to occur. 
Furthermore, axommunlty Is a 
dynamic "organism" that responds to 
the forces an economic development ' 
. event generates by either atJsorblng^or 
adjusting to those forces over time. 

There Is no methodology that can 
provide precise estimates of future 
social and economic changes vJhhin a 
community, even If they canVbe ana- 
lyzed In an economic model! This sug- 
gests that any impact analysis should 
provide a range of estimated values 
for the social and economlc^changes 
studied* Since an output of Impact 
analysis is information on potential 
sociai-iBconomic changes arising from 
an economic develppment event, vari- 
ations in the conflguratldh of the ^ 
development event can and should be 
explored. These variations imply the * 
need to explore the sensitivity of1m- 
pacts to project design and communi- 
' ty characteristics. Consequently, ihh 
analyst must expMcltly state the 
assumptions inherent in the model 
used to assess the impacts of the « 
economic de>/elopment event. 



.^^.Qhronolooy of-EconomIc 
Development Evente 

Figure 1 displays one.posslble 
. chronology of events that may occur 
' when a community experiences edo* , 
nomic development. The development 
event can be the arrlvahof or start-up ^ 
''^of a new firm, the expansloD of an ex- 
isting firm, or other economic activity. 
Project configuration refers to the^ 
type (manufacturing, service, etc.), 
size, production processes, etc. of the 
new economic activity. These deci- 
sions are usually made by the firm, 
7although public Input may exert some 
' Influenc^ After the project configura- 
tion l8Tlar()ely established, a site or 
^ alternate sites are selected and the 
communltjt br communities are con* 
tacted. Firm representatives may 
make on-site visits and may cpntact- 
community officials early In. the decl- 
slpn-maklng process. However, a firm 
may not contact a community until 
' after It has made Its dieclslon. If the 
community contact occurs before the ' 
final decision is made, community 
leaders and*f1rm representatives may 
» negotiate labor availability, needed 
publlts services, etc. The negotiations 
can range from Irtformal checks to 
lengthy discussions about project 
^ needs and community services. After 
the site Is determined, physical prepa- 
rations at the site begin, and develop- 
\ ment Impacts begin to be felt In the 
. \(pommunlt/s private and public 
sectors. / \ » 



In those casea wher,e the^ommunl- 
ty becomes aware of a poselblf devel- 
opment prior tc Its Implementation, 
Impact inalyses can be complete^^ 
before anVphyBloal steps are taken.-! 
The analyses can vary In detail and 
scphUUoatlon from, for example, a 
simpis estimate of the total number of 
new jobs anticipated to a detailed 
estimate of r^eW jobs categorized ac- 
cording to sKIII and Occupational lev- 
els. At this early stage. Impact analy- 
ses can*affect project confjguratlon, 
e.g.; a shortage of housing may con- 
vince a firm to slow pro|ect Implemen- 
tation, persuader a firm 4o select a dif- 
ferent site, or Identify l^ues to be 
Included In the negotiations between 
firm and community. The Impact anal- 
ysis and negotiations produce Infer* 
niatlon that Is mutually beneficial to 
the firm and conQrmjnlty, allowing 
§ach to diagnose th^ Implications of 
potential changes In the pr6)ect con- 
figuration. 

Extension education can occur at 
several Junctures In the decision- 
maklt^g process. The educatlohal topic 
Isllkely to be how to use Irnpact anal-^ 
yslsjo change present configuration, 
if neceesary, or how to use project 
configuration Information to antlcl-* 
pate community, changes* An elemen- 
tal portion of the Extension education, 
progrann will be building local capa- * 
city to use the Impact analysis. 

) 



*When j^ing Impact analyses, con- 
straljite (flfit be recognized. The ma* 
jor output of Impact analyels Is Infor- 
mation on possible future changes. 
Howevir, this estimate of future/ 
change Is seneltlve to the adequacy of 
data ueed, changee In the configura- 
tion of the developmeht project, and 
the analytical accuracy of. the r^nodel 
.'used. 

Nummary 

>- To eummarize this Introduction to 
"^the discussions thV follow, the Impor- 
tant educational Issue \i that the real- 
Jtles of community icohomic develop- 
ment can be quite different from those 
expected, and this. Issuejs illegiti- 
mate topic for educational efforts. 
Extension's primary role in Impact 
, analysis Is to help communities or ^ 
,,people understand what Impact analy* 
ai|ls Is, how to do or evaluate Impact ^ 
^^nalyses, arid how to use the Impact 
. analysis kttheir own community 
development efforts. An especially Im- 
portant educational role Is to heighten 
awareness of the Incidence of bene- 
" fits and costs within a community and 
among ebnununltles. 

Each cjmimunlty and economic 
developrhent event Is unique. Thus, 
there Is n6 model that can bd applied 
to each ahd every Impact situation. 
Each situation r^lrqs that the model 



Figure t Chronology of iconomlc OeveTopment Showing Where Extension 
* Education and Impact Analysis Are Approprlatei 
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.bo ftd)ugted JQr,8U0h things as state 

laws governing munlolpal and school 
jeveni/e and expenditure systems, 
^presonbe of consumer businesses, 
etc, Furthermorb, the relative mwrtl* / 
tude of the project In the community / 
affects the types of changes that may 
occur. While there Is no slnigle model, 
tf^re iare several models that offer 
paHlal answers to specific community 



sltuatlona^Somo of those models pro* 

Tvia*"telwr~iStw 

xhonges» while others provide DOtter 
i estimates ol public sector changes. 
Some models are more lloxIble-^-glv* 
Ing the community a wider latitude of 
options In testing changes- and oth* 
ers require less ^ata. Theblbllogra*' . 
phles at the end ot some of the sop* ; 
tlons Identify additional resources fOf^ 
the Interested reader. 



CONSIDERING ECONOMIC CHANGE 
IN THE COMMUNITY'S PRIVATE SECTOR 

by John Qordot}* 



Introduction 

Economic growth and development 
affect both the private and public sec* 
tors of the local economy. These Im- 
pacts are manifested as changes In 
employment, Income, sales, Invest** 
ment, and governmental receipts and 
expenditures. To assess the costs and 
benefits of economic change, the 
comrriunlty must have^lld Informa- 
tion on the type of Impacts, Including 
their distribution, that can accompany 
a specific type^^f development. 

This section focuses on the conse- 
quences of economic growth and de« 
vejopment for the community's private 
sector. Publlb sector and nonmonetary 
Impacts and«spe«lf Ic techniques for 
estimating private sector impacts are 
addressed in succeeding sections. 
This section discusses the sources of 
growth that may affbct the communi- 
ty's private sector, but It concentrates 
on explaining the several major ques* 
tlons tl^|it citizens should address 
when examf^lng the Impllcatldhs that 
economic change poses for the pri- 
vate sector. 

V The jdiscussipn that follows 0er- ' /; 
tains not only to community with grow- 

' Ing economies, but also to those with 
relatively stagnant or declining econo- 
mies. Economic change, whether / 
growth or decline, Jias Impllcjatlons for 

*the community. With ^ome modlflca- ^ 
tlons in interpretation, the following , 
discussion is also relevant to cpjrnmur 
nities experiencing economic d'eciine. 
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Sources of CommMnlty 
Economic Growth 

Often community economic change 
Is related to the expansion of an exist* 
Irfg establishment or to the arrival of a 
new Industrial plant or business. 
Growth of this type Is commonly re- 
ferred to as Industrial development, 
although the terminology Is not meant 
to exclude nonmanufacturing busi- 
nesses. 

Industrial development, however, Is 
not the only means by which a com- 
munity can achieve economic growth. 
Growth may also occur when cflMn* 
dustrlal plant or a business locates In 
another community and local resi- 
dents cpnhmute to work. Or, a nev^/es- 
Identlardevelopment for retired per- 
sons may spur population and Incdme 
growth, The Implications of these lat- 
ter types of economic growth are dif 
ferent from these accompanying * 
Industrialization. 

Government programs are another 
important source qf ecdnomic change 
in communities, Thffse programs may 
' Initiated and adrr^inistered at the 
national; state, or local l^vei and may 
inciujpie, for example, poverty pro- 
. grarri^, Social Securfty and other re- * 
tirement programs, highway construc- 
tion, and ffnprovements of community 
services arfd. facilities. All of these . 
programs affect income flow and, 
therefore, affect the local economy. 




Private Sector Impact ■ 
Considerations' ^^ 

The remainder of this section disl 
cusses c everal important questions , 
communities need to consider when 
studying how economic change will • 
affect the local private seotor. Qy an- 
swering these key question^ a com-* 

JTunlty can determine whether a spe- 
Ific prelect will complement Its ovflr- 
all goals for economic development. , 
Vyithout question, the desirability of a 
given development proposal will vary 
from corpmunity to community, ari^tH 
economic goa\s. The discuss!^ fol- 
lowing aach question assumeHlhaV' 
.the source of economic chanlSe Is a . 
new business or Industry locating In 
the com 
. changes 
questior 



jnunity. However, With some 
In Interpretation, the same 
s are relevant to other types 



or sources of econoQiic change. 
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1. noMf^rnany wonwn vim aw ^^^^^ ^^^^j,^^ 1^^^,^^^^ ^j,^ 



fc^/if/fyf 

' tha antlclpaiad payroll? 
Whatwlll,baiha.valuaot 
< produttlon or aalaa Uom 
tha naiy bualna^ activity?' 

The creatlor^ of new jobs Is the ' 
most frequently enunciated goal of 
community economic development » 
programs, perhaps t>ecause'addltlonal 
employment Is on'e of thf most easily 
observed effects* Increasing personal 
income Is another primary goal, as In* 
come levels are a general Indication o( 
the welfare of p^le* The contribution 
of a new Indujsrfry to total value o( 
sales In a ccmimunlty Is also a useful ; 
Impact measure. 

^Importance of these change9 Is 
wUl^ly recognized^ Qenerally, when'a 
^rfew business moves Into town the 
local news media carry stories with 
Information about the number of new 
workers to be hired, the payroll of the 
* work^s, and the estimated value of 
..annual sales^ from production at the 
new plant. But these data are just the 
beglnnlrrg ot the Information needed^ 
to adequately evaluafe the impacts on 
4hp private sector. 



2. What Is the ''multiplier^ 
effect and how can It be 



apiiralsed In a comhunh 
iy? 



J' 



Multiplier effect refers to the total ' 
^or overall Impact stimulated by the In- 
itial changes In economic activity. The 
total Impact of business *'X" can be 
traced through the chain of events 
that results when the sales of 
business X increase causlf?g It tpW 
pand production. The Increase In sales 
reptesents new economic activity as 
the additional dollars generated are 
spent (direct effect) to employ addi- 
tional laborand to produpeygoods and 
services necessary to produce the ad* 
ditlonal output. 



chain reaction (Indirect effect)* The 
business establishments selling goods 
i^d services to business X must a(so 
Increase tKeIr production to meet the 
deman^t business X. Likewise, the 
salea Increases of these suppliers 
generate nf\ore business tor the firms 
Ihit supply therri. At the same time, 
^ach dollar In additional employee In- 
come earned In the direct and Indirect 
activities, ,when spent In the communi- 
ty, triggers an additional cHaIn ot 
spending of lie own (Induced effects). 

*The respendfng process Is not In* 
ffniie. At each round of the process \ 
some dollars leak out of the communi* \ 
t/s economy In the form ot savings, 
taxes to the federal and state govern* 
ments, corporate profits which accrue 
to stockholders outside the region, 
and perhaps most Importantly, as pay- 
ment for goods and sen/lces that are 
Imported from outside the community. 

So, the multiplier for a particular In- 
dustry Is a mei(sure ot the total eco- 
nomic activity associated with the In* 
Itlal Increase In sales. Although multl*. 
pller effects can Be Important, they are 
often overemphasized. Note that the 
mdltlpller effect l9 reduced when 
business or housebokl purchases are 
made outside the {ommunlty and 
vimen the local econofn/s existing 
capacity Is sufflcleni to meet the In* 
creased demand wIthQut creating new 
jobs'. Qenerally, the more the Industry 
Is linked to other local businesses, the 
larger and more diversified the com* 
munlt/s economy, and the merer 
Isolated the communlt/s economy Is 
from competing economic centers, the 
larger the local multiplier effect. 
Impact analyses utilize Income, 
f employment, and sales (output) 
multipliers depending upon the ^Ssr 
economic dimensions relevant to the 
^particular study. These various 
^multipliers are closely related and 
tend to be Influenced by similar fac- 
tors within the economy. However, It Is 
Important to recognize that they are' 
different concepts and are not likely to 
be of the^ same magnitude. Sales and^ 
employment multipliers are generally 
expressed as total effect per dollar of 
final sales, whereas Income multi- 
pliers are generally expressed as totaf 
Income per dollar of household In- 
come generated In the expanding 
Industry. • 



ZfWhlnwIlN^^^^^ 
be hired? 

When will the payroll be 
generated? 

And when will the jiew pur^ 
cfia9«i find ealee be made 

sin the local economy?. 

It Is Important to know when the 
new economic activity will begin and 
how employment, payroll, and sales 
might cha()ge In the future. A permiV 
nent iaborJorce with grow^lh potential 
obviously nas different Implications 
\ for the community than temporary 
employment or employment that It tx» 
p^pted to decline over the long Oirm. 

Multiplier effects do not occur In* 
staneousiy. New jobs and associated 
popuwion growth may have implica* 
tlons foKschooi enrollment, housing 
needs, and retail saleSi but business 
managers and community leaders 
must plan (pr these developments well 
In advance. For example, knowing 
when the new business will purch| 
supplies, as ^eil as the total dolTar ; 
atnount of such purchases, Is essen- 
tial to the purchasing and Inventory 
plans of the local businesses affected. 



4. Is the new ecbnomic 
actMty associated with 
construction or operation 
of the business? 

-■ * 

Employment, Income, and sales 
generated by the normal operation of 
the new business are generally ex- 
pected to continue Indefinitely onbe 
begun; However, Investment in capital 
structures, such as t)ulldjn0s, ro^ds, v 
and public facilities. Is likely to be a , 
one-time event. In addition, construc- 
tion employment Is temporary and the * 
construction employees are not likely 
to be part of the permanent local work 
force. Constructlon*relate<l impacts " 
should, therefore, be Identtfleq 
separately from the ecpnomic activity 
associated with normal operation of 
the plant. 




tMtf 9timul9t§ construe* 
l/oft In r«/fllf d bu8/no«s«t| 

hou9lng, tindB9rvlc9 §hd 

•conomy? y 

Th0 addltlonf I buslnest f (om i^ol 
now Industry may also spur now <bvi 
structton, Businessas supplying tpe \ 
now Industry may expaftd or new \ 
workers and their faiplnes may require 
additional houslna^ Cohnmunlty serr 
vices, such as ffohoolfi and existing , 
retail businesses, may not be ade- 
qoate for a g^owihg population. These 
Impacts are extremely difficult to 
estimate because Investment decl* 
slons depend on many variables, In* 
eluding the capaclty^^^lstlng 
facilities. " 



6. Do 1/19 chang98 In 9mplo)f- ^ 
m^U lncom9, and sa/as 
T9pr9S9nt net or gross ad* 
dltlons to tha tommunltfs 
oconomic baaa? 

« 

This very Important aspect of com 
munlty economic growth Is frequently 
overlooked. If workers In the new plant 
were previously employed In the co/n* 
munlty, and If their old jobs ar^refllled 
by local residents^ then the total num 
ber of workers In the community has In 
fact Increased. But If the old jobs are 
not refilled or If the residents filling 
the new jobs previously commuted to 
work In* another city, the Implications 
. for the community will be different \ 
since the community's total employ- 
ment has not Increased. 

A new business often replaces an 
existing business or economic activity. 
Perhaps the most obvious example Is 
a new industrial building located on a 
farm. The foregone agricultural pro- 
duction, employment, and income is a 
cost that must be considered In order . 
to arrive at the net additions of 
econorpic activity to the.communlty. 
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•conom/o aotMty oomp/f «^ 
m9ntth9 local aeonomlo 
altuatlon? , . 

» r 

One aspect of this question relates 
to whether the new produotloni 
employrnenti and Income provided by 
the new buslnisa are permanent or 
seasonal. Seaaonal employment can 
fulfill special needs, e#g/» summer work 
for students, tut temporary unorr^ploy* « 
ment may burden public unernploy* ^ 
ment programa. 

Many communities wish to diversify 
their economic base. Their Intent Is to 
form a stable emjOloynient base that is 
not overly responsive to cyclical ups 
and downs of the national economy 
nor vulnerable to economic problems 
that might result If a large percentage 
of local businesses Is dependent upon 
the economic fortunes of one com- 
modity or economic activity. Tod much 
'concentration In one Industy^an 
render the comrrfunlt/s economy 
vulnerable to external forces thkt 
cause expansion arul contraction 
within the particular sector. Detroit Is 
an example of a community with a 
large concentration of automobile^ 
related firms. When the automobile In- 
dustry Is explBindIng the local economy 
moves ahead vigorously, but during . 
slumps In automobile sales, Detroit . 
has a very serious unemployment pro- 
blem that spreads to other segments 
of the cit/s economy. So, the question 
of how the new business relates to ex^ 
Isting businesses, In terms of purchas\; 
Ing linkages and the nature of pobduct 
. markets served, can be Important fr6m 
the standpoint of broadening and 
strengthening the local economy. ' 



^WhatwUUia^thaJnGldanca^ 
of th^ Impabisf 

Mora apadftloallyB whieh 
paopla andbu9ln99^99 ara 
llkaty to bonatlt^andwhleh 
paopla and bualnaaaaa ara 
llkaly to baar tha doata of 
tha aoonomlo da^alop- 
mant? * 

' Typically, the Inlflal Interest In the 
' consequenMS of economic develop* 
ment foctisw on the size of the total 
impact. Although this Intereat la 
iuitifled^ it neglects dlsirtbutloiua oon*^ 
cems that are very relevantio oonv ^ 
mimlty economic goals. More s|j|clflc 
Information who la likely to benefit 
and who Is likely to bear the coets 
associated with the new economic ac- 
tivity Is also needed. The distributional 
Impacts that ara most relevant will 
vary from community to^communlty 
and from one economic development 
possibility to another. But, In general, 
It Is usjttful to Identify the 
charftterlstlcs of the people who are 
likely to benefit from the actlvit/, In* 
eluding age groups, income classes, 
racial groupa, and the persons with 
- the desired work skills. For example, it 
on^of the communlt/s objectives Is 
to Increase employment among ex« . ' 
Isting residents, it must Identify the 
particular skills among the existing 
labor force end eeek a new or expand* ^ 
Ing firm requiring those skills. Similar* * 
ly. if the community wishes to In- 
crease employment for a certain seg- 
ment of Its population, such as women 
or youth, then care must be taken to 
match the new business with those 
groups of workers. 
*The number of employees that will 
be hired l^ily versus the number that 
will move mto the-community Is a 
related', and Important, aspect of 
economic Impact assessment! 
Whether the new^workers are residents 
of \hq community or live outside and 
commute to work Is also Important. 
The location of the employees' hoijies 
determines, to some extent, where 
;famljy Income is spent, where property 
taxes are paid, and. whefe local 
government services are demanded. ^ 
Wages paid (o Incorrimuters obviously 
idave the community more rapidly thM 
wages paid to residents. ' . 
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""flimfilly Itadi to inorMi«d tdt^Fpor 
•onaUnoomi In th^ oommunlty. jElut, 
luit b«oauta4i now buslneci will 
•mploy a oortain numbor of now 
workari, It doos not nocoiiarlly follow 
that pof'Caplta Incomo will Inoroaoo. A 
builnaii that paya vary low wagai 
and attracts worHori to a community 
rpay actually lower par-capita Income 
\ In the community* On the Other hand, 
lelatlvyly tow*paylng jobs may bs\ 
demfftclal If they are filled by residents 
who would otherwise be unonnployed , 
and/Qf If they provide employment for 
secondary Income earnera In a family: 

Information' on the distribution of 
the new business* purchases indlcstea 
wtitt ty^s of existing bualnoasea may 
have an Opportunity to salt sarvlces 
and supplies to the new business. 
iXKB\ purchases are desirable from 
the community's standpoint because, 
In general, the greater the extent of 

* local purchases the greater the return ^ 
to the community. Also, U the volume 
.of additional lo«:al purchasee is large 
enough* existlngvbuslnesses may ex* 
pandor new locaVestabllshments may 
appear.^ \ 

Some e)<l8lttng tCKat businesses 
may view a new fIrmNas unwanted 
competition. If a newlsualness pays 
wages that exoeN^d the local- average. It 
may lure employees awky from ex* 
IstIng businesses. The existing 
businesses may not l>e able to hire 
new workers with comparable skills at 

• the original wage rate. While. workers 
benefit from thls^competltlonXexlf ting 
businesses are forced to t)ear In* 
creased operating costs. In the long, 
run, property values and associated 
taxes may also Increase. Also, existing 
businesses may face Increased com* i 
petmoTT If new trade and service \ 
businesses are eslabllshed. As a \ 
community's poptiiatlon grows, the \ 
location of shopping areas may 
chan^e.^New shopping areas may be 
more co'nyenlent for consumers, caus^ 

^ Ing sale^ [n older shopping areas to 
decline. 
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Son^e Impacts of economic deveh 
4 opment are more difficult to pinpoint 
than others. Vet a community must 
make some assumptions a)>out the 
Importance and acceptability of the 
Impacts addressed In these questions 
If It Is to plan^for its economic future. 
' Failure to do so Implies that the im* 
pacta are either considered desirable 
or unimportant. / ' 

It is alao Important to underacore 
the fact that economic Impacts can* 
not, at f irft*vlew, be considered good 
^ or bad. The desirability or acceptabil- 
ity of the Impacts can only be evalu* 
ated In view of community economic 
, deViitopment floals. The particular set 
of economic development goels do- 
sired by a community are unique to 
the values and needs of Its citizens. 
Therefore, desirability of a particular 
type of economic development will 
vary from community to community. 

* Summary 

'Thls.sectlon Identified many of the 
relevant questions that need to be 
considered In an assessment of the 
Impacts of economic growth or de- 
cline on a community's private sector. 
When a community addresses these 
questions It can evaluate the Impact 
of economic development within tlie 
context of Its overall goals. 

Jobs and Income are the traditional 
measures of economic development 
although changes may also be experl* 
dnced In such other economic dimen* 
slons as value of output, retail sales 
and Investment. The Initial stimulus 
for economic change may come from 
new or expanding Industry, natural 
resource develot)ment,' residential 
growth, retirement-oriented growth, 
tourism-based development, or govern* 
ment programs. But regardless of the 
source of economic change, the Im- 
pacts need to be carefully Identified 
\ and considered. 

\ The discussion accompanying each 
of the eight questions posed In this 
section assumes that the source of • 
economic change In the community Is 
a new business, although both eco* 
nomld growth or decline fcan be con* 
sldered In this framework. 

The first question addressed the 
size of ihe economic activity directly 



, associated with the new business. 
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nomlo characteristics, such as,em* 
ployment, pityrolli and value of pro* 
ductlon. Cereful Identification of those • 
direct Impacts la an Important fifst ^ 
stop of Impact assessment. 

But employment, payroll, and ex* 
ponditures of the how business create 
additional economic activity for relet* 
ed businesses. A realistic appraisal of 
multiplier, or total, effects stimulated 
by the new business la alsojmportant, 
but they must not be oyeromphaslzed. * 
Multiplier effects are reduced when 
purchases are made outside of the 
local economy and when the commu* 
nit/a existing capacity Is sufficient to 
^ccomn^te tM needs of the now , 
businesinmd its emploms. 

Many Indirect and Inducod^effocta 
lag the activities of a new buainosa. 
Information on the timing or schedul* 
Ing of employment, payroll, and sales 
at the new business Is important in 
antlclpytyig multiplier effecta. In addl* 
Uon, knowing the projected growth of 
Jobs and payroll will facilitate the 
planning by local businesses and the 
community. ''x 

The community mtist also dlstln* 
gulsh between Impacts associated 
with construction and those/esultJng 
from the operation of the business. Al* 
though frequently Impressive In size, 
construction Impacts are generally 
temporary, whereas Impacts from the 
operation of the business are usually 
of a permanent, recurring nature. 

Another consideration relates to 
^ construction and expansion of estab- 
llshments serving the* new business. 
Further population Increases may re- 
quire new housing and additional ser- 
vice and retail businesses. 

The Important distinction between 
gross and net additions to the local 
economy Is frequently overlooked. If 
son>e jobs at the new business are 
filled with workers who were previous- 
ly employed In the local economy and 
thelr'prevlous jobs are not refilled, 
then the net addition of jobs to the 
community Is less than the tdtal num- 
ber of employees at tho new business 

A comrnunlty must also examine 
. how the new business complements 
the local economy. For example, will 
the new business be a source of .Sea* 
sonal or permanent employment? Or, 
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. will It make tho looit MomMiiy more 

mnaliy« •ftar/iitabliihino tho tlia 
•nd ooMldorinO oartiln oharaptaf li* * 

' tlea o( thtlotat Impaot, tha cO^rlbih 
tlon of Impaota la a algnlflMnt oon* 
oarn* Tha oommunity muat know who 
will baoadt and who wilt pay tha ooata , 
aaaoelatad with tha naw tHiainaaa. . 
Than It muit datarmlna whathar or not 
tha banaf Ita axoaad tha ooata, Furtbar; 

: tha Mmmunlty muat datarmlna whath< 
ar tht banalioiaria^ ara mambara ot 
targat groupa Idintiltad aa naading 
and daaf rvlog aaalatanct. Diatrlbih 
tional oona^uanoaa ara^oruSlal to 
undaratanding pro and con poaltibna 
ragarding tha mactta of aconomlo 
dayalopmant and ahoutd not ba ova^ 
lookad. • 

Information ralavant to thaaa con* 
aldaratlona la important although not 
aiwaya aaay to obtain* Judgmant on 
tha daalrablllty of tha iippaota will 
vary from community to community . 
and from ona typa of aconomlo davol* 
opmant to anothar. ^ \ 
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Intrdduotion ^ ^ 

A m§|or lufKlionbt I004I govern^ 
moni li the oroinliitlon and doMvpfy 
of IN agrofd'Upoo taval and miM of 
aarvicai to tha paopla of a commiuih 
ly.Thaia puMlcly provldad aanHcaa, 
auch aa achoola» watar« roadt, and 
parKt. Are atrongty ralatod to tha t}uai* 
Ity of Ufa within a Mmmunlty. Tha 
quality and fcopa of local aaivtoat (i 
critical to tha oparatlon of many busi 
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it a tool |hkt ailowi iaadan and piftiv 
nara to rimova aoma of tha uocariftin' 
tiat In pmilcting tha conaaqMhMi of 
community pdlclaa. 

Bafora diicuaaino tha istuai that 
•h<Hjid ba addTMaad In a tiacai Im* 
pact analyait, It la important to nota 
that pil fiscal tmpacl^modjttla produce 
aitimatM of facta Mt^x truth Itaalt 
Thaaa aatlmataa fra4u«f>tiy dapandion 



rwaaa. af ftetji houaahotda, artd may . unvartf laWa aaaumpuona. Whan tha 



antlca vtaltoft to a Mftmunlty. 

TN. aarvtcaa provldad tPf local gov* 
arnmant dapand haavlty upor> nrK)nay 
ganaratad t>y local taxaa and uaar 
faaa. NAtloruiily, 60.4 parcaat of local 
govammant ravar^uaa ara ganaratad In 
thia way, although tha ranga la from 
37.8 parcant to 79.4 parcant whan 
atata avaragaa ira comparad. Eco* 
nomic growth, or dacilna, and popula* 
tlon gains, or loaaaa, can significantly 
affact tha damand for aarvlcas and 
tha amount of local-govarnmant rava> * 
nuaa availat>la to provlda a aallsfac- 
tory laval and mix of aanrlcaa. 

Fiscal impact analysis, tha aubjact 
of this aactlon, can halp a community 
avaluata how local davalopmant and 
how altarnatlva pollclaa, Including . 
thoaa daslgnad to control growth and 
thoaa intandad to induca growth, will 
affact tha community traasury* 

Tha products of fiscal Impact anal* 
ysis ara astlmatas of tha fiscal consa- 
quarKaa of altarnatlva community 
aconomic davalopmant policies,^ Whan 
avaluating tha Implications of various 
poMclaSt local laadara and plannara 
ahould usa thasa astlmatas as Infor* 
matlon forlhair daclslon-maKing. Tha 
final daclslon will, ultimately* be a 
value Judgment, or a subject Iva opin- 
ion on tha desirability of a specific 
policy, but tha soundness of tha final 
decision will depend upon tha accu* 
racy of tha estimates on which It Is 
based. In short, fiscal Impact analysis 
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value Of a ottttcal wtable ia un^ 
tain, laadara and planners should ' 
make aevaral aatlmatM, uaing tha 
beat Information avaiiablat and than 
praaant their raauita in the focm'of a 
range* rather than a alngje patlmata. 
Additional advantagea of producing 
multiple aatlmataa la diacussad tatac 
unctor tha discussion of sansttiyltjf 
anatysla« 

Local Off felars Porep^^ ^ 

' tnavitabty« diacussion ojf>co^ ' 
change within a community canters 
on taxaa. in thia time of taxpayer re* 
volts, local ofttctals ara vary hesitant 
to raise tax rates, but ara aagar for 
opportunities, such aa thoaa that may 
accompany economic davalopmant, to 
lov^r tax ratea. Changes In lax ratea 
depend on wNthar addlttj^al rave* ^> 
nues from davalopmant aw (jibatar or 
lesa than the additional ccMLof aarv* 
log the development. Altemamaiy, the 
level of pubil6 services could be in* 
creased or decreased wKhiax ratea 
remaining constant. Answlrlng the 
**laxas** quealton for locafblficiais* la , 
tha asaance of tht fiscal Impact anal- 
ysis. 

When determtning ihe additional ' 
community costs that would result 
t(om senrifig a new development while 
maintalnUkpra^xlatlng aanrica levels, 
officials mint addrMS a number ot\ 
important questions: Are totally (W^ 
sarvldas n^Hcessary to accommodate * 
(or attract) the development? Will the 
development require major changes In 
the organization, production, and da* 
livery of existing services? if changes 
are deemed necessary, are all 
changes attrlbuiable tojhis particular 



deval^^nant or Would aoma hm 
bean raquirad as 9. mstlar of dourae? 

Beyond quaall^ba ralaied to the 
quantity ot aervicea and. the methods 
Of their datfvary; off (is^ti must .evalu* 
ate praaant and, potantial ravenuM. 
Where mora than oqe governmental 
unit Is involved, auch aa.a township, a 
achod dlstriot, and fccounty, tha addt* 
tlonai reva«i0ea to all fro^ tha davel* 
opmanLmuat ba ionaMmd. Ctianga^ 
In s6tfe (and fedaral) aid may hsuH 
from devetopmant« In mamrcaaaa, 
atda are allocaM on the basi j ot 
total prdoig|i|lMtlon. (Jopulatloin • 
milaa of 4Hp»ot enrollment, or 
oomblnaiBiMiriMise and dttMir veil* 
aMaa. An e^^ii^^ of the local tax 
base may increase locally gmerated 
savanuM, but in aoma stataa reduo> 
tiona In state aid ravenuea may of fast 
th^e galfva. 

If the Mttmata<r^ta associated 
with development exceed anticipated 
revende Increasaa. local of f Ictals have 
^.opilona of Inciaasing tax ratea or 
reducing. tha quantity of aenftMS pro^ 
vidad. If the o^)oalta were true, offi* 
olala could reduce tax ratea or ln« 
crease fecvtcea* Although Important, 
treasury Impacta ara only one part of 
th%daval^>mant equation. It doea not 
neceaaarlty follow that when costa are 
estimated to exceed ravanuaa the $^ 
proprlata community reaponse Is to 
oppose the deveiopmant Nor doea a 
positive fiscal Impact maaii that tt>e 
project should b# supported Non« * 
treasury Impacts are always part of 
local deveiopmant policy daclaiona. 
Depending on the nature of the deval- 
opmant, oftlclala may consider, 
among other factors, environmental 
Impacts and tfta affact of a develop* 
ment on Income. For example, a coAv 
munlty n>ay support a housing project 
for the elderly even (^ough U wllHncur 
added costs without Increasing rave- 
. nuea» Further, pollcymakers must eval* 
uatetlvi distribution of Irhpacta. If a 
davalo^^nt adversely affecta canatif ^ 
aagments of the community but ber^ 
fits othera, It may be poaaible to com- 
panaata tha groups that will bear tha 
costs of development. 
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citizen's ferspectlve 



: V^Lobai of f iclals^nd Individual qiti- 
.zens do not always see eye to eye on 

. -.^new development, as anyone who", 
has 'been involved in the 

* landfills wilhin a community wi^^ 
' test citizens' divergent perspectiv^es 
pethaps.clarlfy best the rofe.antf lim- 
Itj5 bf f he overall i[mpact: a 
. Individuai citizens wili ievaliiate a 

/. development according to whether 

^ ; 'they perceivejHemse^ 9s being; 

-,■}: benefited, hafm^, or unaffected. 

\ Their assessments are derived Iromr 
tax reductions or Increases, from per-^ 
sonai income gairvs or losses, from a 
sense that their/i'iends or neighbors 
are helped, or hindered, or from a be-; 
lief that their total community is bet- 
ter or worse off . Consequently, 
. changes in the mix, level, or quality of » 
commLinlty-provlded services; are iii<eiy. 
to evoke support or opposition from 
groups of citizens. The more accurate- 
ly fiscal impact analyses can predict 
these changes, the better citizens will 
• be able to evaluate the merits and 
costs of a project: Ultimately, those 

- projects that evol<e the most powerful 

^ -support or the least opposition are. 
likely to be approvecJ. Support or qip- 
position, however, is not iilwly to be 
uniformly distributed, nor is the inten-. 
sity of feelings with which people 
view the development. 

. . Obviously, apprbVa! or disapproval 
of a project 6an be a divisive issue, 
particularly when a change in tax 
-rates may res\jit or when Impacts are " 
- anticipated to vary. Therefore, addi- 
tional costs and revenues for local 
governjnents must be estimated care- 
fully. The next two sections discuss 
alternative methods of making these 

V estirnatefe and their respective 
• * strengths land weaknesses. 

Estimating Additional 
Costs lor Local 

— dovernments^^- - r - 

A new development will almost ak 
ways result in additional community- 

V borne costs. Demand for servlces^will 
Increase If more people come to the 
community to live, work or play, or If 

'\the new plant or facility requires com- 
: V m unity-provided services In order to 
' function efficiently. Sometimes both 
Influences are at work. Frequently, the 
availability of a community service is 



" a*pr^^6qyjsite for a business to oper- 
ate efficiently. For example, some 
businesses^wiij only locate where they 
have continuous accesS^to- large 
^amounts pf^municlpai.^^er. 

AlterhatiVe Estimation 
Metho^ • : ^ 

A va,riety of techniques are avaii- 
abie4orestimating'#e additio 
. lie expenditures that result from a ^ 
new development. The five^mbst fre- 
quently 'us?d estimating techniques 
are-described beio^Jo highlight tWe 
advantages and disTOvantages o ^ 
' these technique^, the cost of prpvid- ■ 
ing poiic%protection to an area pro- 
pose4 foTOhnexation to Atljfens, a 
; small citJin southeastern Ohib, is es-*^ 
timated wfth each technique. The area 
proposed for annexation vyas a 194-^ 
acre strip of land about one mile jbng 
and Qpe-fiftli of a mile wide.'' 



Expenditures Per Capita 

The^first method a^ssumes that the 
average cost^^,|3Mi©viSing police prb--^ 
Section is constant, mat is the aver- 
age expenditure per person remains 
the same, although total cost in- ' 
creases with each new resident. Ac- 
cording to this method, since the ex- 
penditure per person' in Athens for the 
police department was $22, the addi- - 
tion of 200 new resfdents to the city 
would increase police protection 
costs by $4,400 ($22x200). 

Since, for the most part, public ser- 
vice costs are not measured on the 
basis of 'resident population, an 
niate of costSyOn a per-capltsfBasis 
can be misieacNng. For exqmpie„costs 
of providing water are expressed jn 
terms of'cost per 1,000 gallons; roads 
are measured in terms of miles of a ' 
particular quality; "^d parks may be 
measured in terms ofNacres of park- 
land. When costs are expressed on a \^ 
-per-caplta basis, there is the impres- 
sion that costs are distributed equally 
or thatJeach additional person will in- 
crease costs by that amount. 

There.are several reasons why 
costs may not increase by an average 
increment for e^ch new person sensed. 



complete description of this case study I3 
, available In Morse^^lQ/S-a and Morse, 1978-b. 



First, all individuals do not useipubllc 
services:in thesannie ways. Single 
adutts or- couples Without chUdreA d^^ 
not generate the same school costs v 
as do farnliJes with school-age chlj^;.. : 
dren. The costs of extending^a sevi/ier- / 
age system to new apartments is low* 
er on a per-capita basis than it is for 
extending the same services to a 
development of slngle^farriliy houses. 
Second, for sorne public services ' 
there will be either e'eonomies or dis-' 
ecbnomies of scale or size. Thus, pro- : 
jecting the current costs to the future - 
world overstate or understateth^;' 
changf. Third, tlie|;e is the matter of ' 
-confusing the concept of average cost 
with marginal cost; the correct meas- 
ure for evaluating a project. Per capita 
costs are estimates of average costs, • 
but marginal costs can be liigher, iow-| 
"er, or occasionally :equal^ to' average 
costs. J?inaiiy, some publicly provided ; 
services rfiay result in very low or no 
additional costs when the number of 
users Increase. This is the "public. ' 
goods" dimension of these services. 
For instance, community costs for ^ ■ 
snow plowing and rbads would not in- 
crease if a development did nbt re- 
quireVi^ roads to be built/^^^;^^^^- - : 
; White the per-capita-costs ap-, 
proach is simple and fast, It does not 
consider unique circumstances in the 
case being studied, such as excels 
capacity, changes in demand factors, 
or increasing costs. 

Department Official Estimates 

Th^nead of the service department 
^ i/6ttJd devote staff and equip- 
inent to a hew deveippment can esti- 
mate the additional personnel and 
equipmenT his/her d&partment would 
require. While service department per- 
sonnel are familiar with the local situ- 
ation, their cost estimates may be 
biased by budgetary concerns. Fur- 
ther, these estimates rarely can be 
' compared with standard criteria. To 
evaluate these estimates one needs to 
ask mainy questions: Do the estimates 
insure that the quaiity'and quantity of 
service provided to current residents 
will be maintained? Do the estimates 
assume that existing personnel will be 
^ distributecl over a larger population, 
reducing the quality and. quantity of 
services? Are there incentives for the ■ 
department heads to overestimate or 
underestimate growth*induced expen- 
ditures? : " \; 



In the.Athen annexation study, » < 
thi& apprbach Initially resulted in an 
'estimate of between $60^^ ^ 
^i76,(X)0. H^eyer, renlpdies to^^q 
.existing manpower deficienciiBs were . 
inclMded in* the estimate. The police ! 
chief argued that his department 
could nbthandleiddltlonal responsl- 
^ bllitles until his department was ade*. 
quately staffed to cover Its current 
-area. The pojice chief estimated that 
to bring the police department up to 
par would require four to five addition- 
al offjcers, regardless pf >whether or 
not Athens anne)tdd the jand. As this 
ex^mpie Illustrates, the;?a^ 
estimation procedure for department 
heads needs to be explicit and well 
iinderistodd. Fr^uently, as in the 
Athens study, *^^department heads \n\\\ 
be very helpful In prdviding Informa- 
tion for the next procedure to be 
explained. / 
• ." . . , ' " 

Service Budget ; 

Ttgi service budget approach ls*> 
aisp called the econ'omic engineering 
or partial-budgeting approach. It 
begins with a detailed dissertation of 
the typp and amount of equipment 
and manpower needed to provide the 
siBrvice; Then the cost of ISbor and 
materials is added. This process in- 
yotves explicit assumptloq|s' aE^out the 
physical, engineering, and personnel 
components of the service. 
. In the Ath(9ns annexation Issue; 
this approach yielded an estimate of 
$7,277 per year. Only off icer patrol 
time and vehicle operational costs 
were Included, since existrng b£fci<-up ■ 
personnel and vehicles weire believed 
adequate for serving a larger area. 
The (BStimate was based qn the follow- 
ing information from the police 
department. 

1. Three20-mlnute patrols In each of 
three shifts In the annexed area, ' 
totaling three hours per day. 
.2. The average annual iost per officer 
for salary, fringe benefits, and all 



other no ntransportat Ion expenses 

is $15,200? 
3. Twenty-seven miles (three miles per 

patrol at nine patrols per day) 
r would be traveled dally at an operar 

tlonal cost of 16.cent^ per mile. 



. r In summary, the total additional «ariv 
nual costs would be: 
* Personnel costs: 
V ■ (3 hrs/day>8 hrs/shlft) 
. ; ; x$1 5,200V ' \ \ , -$5,709 
. Vehicle operation.co^ats;- 
' ^27 miles/day X ■ ^ 

$0.16/mMex 365 days $1,577 

Total additional costs: $7,277 
This method most accurately re- 
flects the addltlohal costs related to . 
the new growth, and It clearly shows 
the assumptions made In these esti- 
mateSvConsiderable time and money, 
however, are spent In data collection. 
In many situations the date needs are 
. much greater than the example used 
. ; here.; > ' "^ ■ ', 

Standard Manpower Requirements 

Estimates of manpower require- 
ments arQ based on Census of Gov- 
' ernment data that show the humber of 
sen^lce personnel per thousand of 
popula«on;2 This standard Is multi- . 
piled by the number of new residisnts 
that are anticipated. Local Information 
on the cost per employee then yields 
the estimate of additional costs. 
V For exannpiMhe s^^ ; . 

police In communities of 10,000 to 
25,000 Is 1.72 officers per .1,000 r4jsl- / 
dents. Thus, In the case of Athens, / 
annexation wpuld Increase costs by^ 
$5,229 (1 .72 officers/1,000 resldents'x 
200 residents x$l5i200 per officer). 

This'approach provides a measure ' 
of excess capacity. If Athensyior ex- 
ample, had 50 officers for Itsr popula- 
tion of 25,000, or two per thousand. Its 
police force would have had an ex- 
cess of seven officers, no addi- 
tional manpovlrer expeiidltures would* 
be rec|ulred. riowever( Athens' force of 
38offlcers,^countln/both city police 
and unlversltyse^rilrlty, was five offi- 
cers short of the/siahdard. 
^ While slmple4nd fast, this ap- 
proach does not address unique cir- 
cumstances or community prefer- 
ences; — 



Regression Analysis. 

In regression analysis, 'changes in^ 
expenditures per persojn ar6 i;elated j^^ 
characteristics of the cpmmunlty. 
RegressioiTi analysis shovvs how 1|fe 
expenditures per person are assjfci-^ . 
ated wjth CQmrriunity populatlQfjrrates, 
of growth, income levels, age^Jstribu- 
tions, crime rates, and othej^^bclo-^ 
economic characteristics. 

While this approach aijdws objec- 
tive consideration of seyeral Variables, 
there ^re few completed stutlies 
which provide. the needed coeffi- 
cients.^ Furthermoref this approach ■ 
assumes the cpmrtljnity's existing 
serylces are at capacity, and cannot ; 
handle situations with significant 
excess or defidlent capacity. ■ 

in the Ath/ns annexation study, • 
regresslo/i^alysls was done on a 
random sample of 25'Ohlo cities with 
popu lat Idn s u nder 50,000. i ndepen de nt 
variables Included populatlpnj popula- 
tion mrawth rates/ and Income levels, 
bhly^opuiatlpn was significantly re-* 
to expenditures per person. The 
Efficient was $30.77 with a standard 
of ^5.32. This mean s we can be 95 
f percent confident that the true valuis 
Is betwisen $20.12 arid $41140: This \ y 
yields an expected Increase of $6,154 
(200x$30J7) with only a 5 percent 
chance of an Increase less tlian 
$4,024 or greater than $8,280. 



Which Method 
Should Be Used? 

As the examples for^he annexation 
Issue have shown, the estimates vary 
widely, ranging from $4,400 to $76,000 
per year. With this large range, some 
planners miay be tempted to avoid any 
quantitative estimates. But local deci- 
sion-mailers cannot determine wheth- 
er a project Is worth supporting with- 
out cost e^lmates and will need to 

^al<e implicit cost estimates if these 
procedures are not used. Consequent- 
ly, quantitative estlmateis cannot be 

""avbldiBdrSeveral conceptuarcdnsi 
atlons may help In choosing the most 

\approprlate technique. 



^Burchel) and Ustoken provide these estimates 
using 1972 data. 



^Ccuefflclents are available In Burohell and Utfto*- 
kin for broad geooraphic regions in the US. . 
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Marginal Versus Average , / 
Cost Estimates : ^ , 

Economic theory argues thaf the . 
r^levaqt concept fcv cjeclslbn-maklng ^ 
Is^ marflinal cost; Thus. regarcPless pf 
ifi0 technique ihat i$ chosen, the e$th 
mate attempts to measure marginal 
costs. The choice of an estimating 
technique Is based largely on how 
good an estimate of the marginal cost 
of the devielopment can be generate.d. 

The marginal cost of providing a 
higher level of community service is 
the difference between the total cost 
at the hew level of service and the 
total cost at the old level of service. 
>^verage costs at either the old or the 
"new level of service are figured by 
dividing th6 total cost at that level by 
the units of service provided. Table 1 
demonstrates the tllfference In aver- 
age and marginal costs. ^ 
' The total cost of providing police 
protection in the small town of 5,000 
people is $165,000^ jDut if the popula- 
tion grows to 10,000 residents the 
total cost increases to $300,000. With. 
5^000 people the average ^ost per resi- 
dent Is $33 ($165,000-^5,000); with 
lOjOOO people the average cost falls jo 
$30 ($300,000 -i-10,X)0G). The marginal 
cost per person for providing police 
protection for 6,000 new residents, 
however, is only $27. To determine 
margi/tal costs per person, fhe differ- 
. 'enc§ in total costs at the two levels of 
service is divided by the new popula- 
tion. In our example, the marginal co^t 
-the difference between the total for 
the new and old service levels- Is 
$135,000 ($300,00 -$165,000). The mar- 
ginal cost is then divided by the total 
number of new residents, yielding a 
marginal cost per person of $27 
($135,000 -i- 5,000). A 

The extent to which average and— 7 
marginal costs differ may vary with 
the size of community. For example. 
In a community with 5,000 residents. If 
the average Qosts ($33) were used to 
_estlmajejhej5han£e|ri^ Pjrotec- 
tlon costs for 200 new residents, the" 
additional c^sts will be over estimated 
by $1,200 [($337- $27) X 200] since the 
' true marginal costs are lower ($27). 
When average costs and marginal 
posts aref q ual . e.g ., 20 ,000 to 25,000 
. populdtloi In Table 1, there Is no over- 
, estimator underestimate generated 
by the use of average costs. However, 



If the additional 200 residents In this 
-exam^e increased the population of . 
the town from 25,000 to 25,200- then 
average costs would suhstarUlally.' 
^underestl'mate the annual change In 
coSts[($50-$26):k2p0 = 4'4,800]. ■ 

Since th'e approaches using aver- v 
age costs or per capita costs are gen- 
erally simpler than the other ap- ^ 
preaches, cost conscious planners 
may prefer these techniques over the 
others, and indeed, the estimates gen- 
erated may be acceptable. The deci- 
sion as to what is "acceptable," how- 
ever, will depend on the consequences, 
of malting an error. < v 

• In general, officials preferto err on 
the side of caution, that IS(Jhey would 
opt for an oyeriBStimate of the margin- 
al costs rather than an underestimate. 
In most "cases In which a community's 
existing service capacity js sufficient 
to accommodate a new development,/; 
the average. co stjTTgtj^^^ 



estimate that Is higher than the mar- 
- ginal cost of servicing the develop- 
ment. In instances where personnel » 
are the major component of provl^ilng ; 
a service, per capita cost estimates v 
may be a close approximation of the 
" marginal costs. Conversely, average 
cost estimates will be lower than the 
marginal costs when the existing 
physiqal plant of community services; : •: 
such as a water-treatment facility^ fs 
inadequate to meet the needs of a 
new development. If facility expansion 
and, consequently, new capital spend- 
ing is required, estimates based on 
expenditures per capita or standard 
manpoweV^requirements should be 
avoldeb or used only If the community 
clearly recognizes that marginal costs 
will exceed the estimates generated 
with these methods. 



Constant vs. Chanrged Quality . , 
and/or Mix of Sen/Ices ^ • * 

: Where theri9Js a chanye^in the . / 
quality and/ot m!x of 'servlces-neCessi- 
tated by the devel6pment,'data other * 
than that based on loqal experience : 
wll.rfie required' to. estimate the BXpen- : 
ditures of the new service. If this Is \ . 
the situation, the seoiea budget and : . 
regression analysi&.are lll<ely to be the 
appropriate techniques. Both of these 
approaches allow the explicit consld.- 
eratlon of unique socio-economic 
forces. 

WIth-and-Wlthout Comparisons 

When estimating the community- 
borne costs of development, planners 
and officials must distinguish be- 
tween the Impacts attributable to the 
development and those that are not. 
This sorting process recognizes that 
changes already in motion may In- 
— crease public-expenditures with or~-r— 
without development. It Is essential to 
separate the effects of a development: 
from other growth that may be occuri 
ring In the commurilty; It sfioul ^ 
PQinted out that one of the pr^ 
effects of a new develppment gT 
people arriving In the community Is a 
changed demgind or preference for 
services from the community. 

Capitai Expenditures 

Service budget estimates yield the 
basic djata for projecting capital ex- 
penditures. City and county engineers . 
should play a major role In developing 
these estimates. 

Although essential to the commu- 
nity's evaluation, estimates of capital 
costs can be fraught with uncertainty, 
particularly when It comes to deciding 




Table 1. Marginal vs. Average Costs: Police Protection In, a Hypothetical Town 



Community 
Population 



Total 
Costs 



Average Costs' 
Per Person 



Marginal Costs 
Total Per Person 



5,000 
10,000 
15,000 
20,000 
25,000. 
30,000 



$165,000 
300?000 
420,000 

, 520,000 
650,000 
900,000 



$33 
30 
28 
26 
26 
30 



$135,000 
120,000 
100,000 
130,0p0 

. 250,000 



^27 
24 
20 
26 
50 



12 



15 



\ 



how to distr'ibO'te the costs. If addl* 
tlonaf water traatmerit capacity, 
heekeCJ,' It may be less expensive p^r 
unlrbf water to biilld a plant that can 

tiand iWjJor© than 1he new project . . i 
woulcfrequJire. Als6,watdr treatment" 
plants? as well 'as nriafny other capital * 

, Items, only come In distinct sizes. ' 
This "lumplhess" In capital goods 
raises some difficult queslons. If the 
capacity of a community-financed 
facility built to accommodate a new 
development exceeds thfe develop- 
ment's demand, how much of the cap- 
ital costs should be charged to this 
particular project? What If the addi- 
tional growth anticipated never mate- 
rializes? In most cases. It seems fair 
to divide the costs between the spe- 
cific project and other future growth. 
But there are no objective means for ^ 
doing this, since the extent of future 
development Is unknown. Alternative 
assumptions for dividing costs be- 
tween this project and future growth 
should be considered. 
; For some public services, fedisral or 
state aid reduces local costs. In some 
cases, property owners who benefit 
pay all or part of the costs through 
special assessments, so that no addi- 
tional costs accrue to local govern- 
ments. If locaUgovernments must bor- 
row to pay thetr share of the project, 
then the capital expenditures should" 
be amortized to a yearly obligation. 
For example, a $600,000 capital ex- 
penditure with an expected life of 20 

\ years at 8 percent interest results In 

\ an annual capital cost of $60,264.-* 

^Conclusions on Which 
Cost Technique is Best 

\ Any effort to*estl mate the In^eased 
costs assocl^ed with an ecortomic 
development l^ent In a community re- 
quires a judgment about the best way 
. to make the estimates. That judgm^t 
must also Include decisions about 
special circumstances that are unique 
to a co mmunity a nd n ot recognized In 
fIscaNmpstct models7~~~ 

If resources and time pernolt, the 
service budget method should be 
used. It provides the most detailed 
■ and accurate method of estimating 
the rharglnal costs of providing addl^ 

^The procedure for caiculating the annual capital 
cost is the same as for .determining the annual 
payment on a home mortgage. . 



tlonal ser^^lces. The suggestions of 
department off Iclals; especially when 
accompanied by a detailed rationale, 
should si/pplem6nt other approaches. 
Flagresslon analysis ahould be used 
when the soclo-econbrTi|oJorces * • 
fectlhg the demand for services are 
changing. Expenditures* per capita and 
standard manpower requirements " ' 
should only be used when there Is'ex- 
cess capacity In the physical plant of 
the service. 

In the final analysis all of the meth- 
ods produce "estimates" of expected 
changes. While each approach pro- 
vides a starting place for community _ 
debate on the Issues, careful attention 
should be given to the m'arglnal cost , 
concept, chanfling levels of service, 
wlth;Wlthout comparisons, and capital 
expenditures. 

Local Government's 
Additional Revenue 
from Growth 

Types of Revenue Changes 

Growth from Industrial, commer- 
. clal, or residential developments usu- 
ally affects four typiBs of local govern- 
ment revenues: (1) local taxes, primar- 
ily property taxes but also local In- 
come and sales taxes, where relevant; 
(2) state and federal aid; (3) user fee? 
'and hookup charges for public utili- 
ties; and (4) mitigation fees, where . 
relevant. 

In 1977, property taxes provided 81 
percent of the revenue raised by local 
governments In the United States 
, (Stat. Abstract, U.S., 1979). The amount 
of property taxes that a property own- 
er pays depends on both the effective 
local tax rates apd tjie amount of 
property owned.^ TSx rates depend on " 
thelevel of local government budgets, 
and the total wealth within the com-" 
munlty. Thus, Individual tax burdens 
should change Inversely with the 
change In the total tax base If expen- 
—dltures-do not change. - — . _ 

In some states, state aid fopnulas 
for schools and other local govern* ^ 
mental units may offset the changes 
In tax rates and services Just outlined. 
California, Colorado, Illinois, Kansas, 



^The effective tax rate is the nominal fate times 
the ratio of assessed property, values to the full 
marketjvalue. 



Ms^lne, Michigan, Minnesota, Montana, 
Ohio, Wisconsin, and others have / ♦ 

, school state aid prograrns related to 

• the Ipcal tax base ^er student. Rich - 
districts, receive leiss aid than poor 
districts. As the property tax base In- 

. creases^ state aid per.pupll declines. 

> Consequently, gyowth may produce • * 
addJtlon^l property tax revenue for ': 
schools, but reductions In'state aid 
may partially or totally offs.et this 
gain. ' . 

Local.governijrients generally have 

, hookup"fees for conriecting new con- 
struction to city or county water and 
^wer systems'. In many areas, this 
charge only covers the cost of In- . 
Specting and Installing these services, 
bXit sqme rapidly growing areas have 
Jeyled charges based on the cost of 
developing such services.' These miti- 
gation fees are added to the tradltlon- 
arhopKup fees for utilities and are 
used to finance* the development of 
water and sewer systems, parks; and 
recreation facilities, as weli as those 
facilities directly serving the new 
development alone. 

" . V. ■ " ' . . ■ 

Issues in.EstimatIng 
Revenues 

Generally, It Is easier to estimate 
, new revenues from growth than It Is to 
estimate additional expenditures. The 
key assumptions for the analysis of 
revenue Changes are: (1) the location 
of the new workers* residences; (2) the 
Income level and geographic spending 
patterns of new residents; (3) the mul- 
tiplier effects of the development; and 
(4) lags In revenue coilectiony In addi- 
tion, the Implications of tax incentives 
to attract the development, and, of 
freezes oh property tax rates must be 
examined In those communities where 
such policies have been established. 

If a new industry locates In the 
comigi^unlty, where will the workers 
live? hfe^ many workers will be new 
residents? How many new students 

l-wllLenroll-ln_the-schools? Obviously,^ 

the hew revenues from property taxes, 
local Income taxes, and local sales 
taxes will probably depend on the 
location of the workers, although not 
In all cases. (For example, Ohio muni- 
cipalities with Income taxes generialiy 
collect the Income tax revenue regard- 
less of the residential location of the 
workforce.) Likewise, property taxes 
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. from the new plant are.ript changed 
by the residential location of the . ^ 
worker^V r \ - : a • 
How much new Income is gener- 
ated by the growth^ and how muoh of 
this will be spent locally? New spend- 
ing patjterhs^nd multiplier efTects 
may evolve^!nfluenclng lx)th local, 
sales tax revenues and Incorne tax 
revenues. Some devejbpments may 

* have multiplier effects that result in 
more growth than that represented by 
the ne\A/ development alone! Multipli- 

' ers must be estimated for each devel- 
opment and community being consid- 

.ered,,"because they vary with the size 
and type of community, type of devel- 
opment/and the stage of the project. 
If this Information is not available, 
remember that multipliers are seldom 
over'2 for small communities (see sec- 
tions on private sector Impact arid 
input-output and export-b^se models). 

Property taxes are usually not col- 
lected until after project construction 
Is completed. On the other hand, the 

, community may need to hire more 
teachers, police, and other workers 
during the construction phase of large 
projects. Thus, new public expendi- 
tures may be required several. years 
before the new tax revenues start to 
come ^n from the project: 

Tax abatements are popular means 
of attracting new Industry. The effect 
on local government revenues de- 
pends on the specific type of tax 
abatement and the type of firm. For ^ 
example, Tn Ohio, tax abatement Is 
provided for new building^ but not for 
equipment and Inventoilrc/Local In- 
come and sales taxes ar«^iso not 
abated. 

'TWenty-flve states have limited 
growth In property Tax revenues from 
e)^lstlng properties.^ This means that 

• the property tax benefits from new 
developments is limited. 

Sensitivity Analysis 

THe "actual" or "true" fiscal Impact . 
~ clrTseiddm, 1 f ever, be deter m I ned ."7" 
The accuracy of estimates depends 
'both' on the methods and assumptions 



^The location of the workers' residences can also 
affect local government expenditures. 



used. E^n br a given problem and 
estimation procedure, the assump- 
tions used will Influence the results.. 
When the value of a critical variable Is ; 
untiprtain, several estimates should be^ 
used to see hj^w! the results change. 
This is calf^ sensitivity analysis. . 
y For exarflole, the number of new . 
children In thft dlstrlcrvyilf dictate 
changes in )ocal school (expenditures 
and state aid. Two/pfeces of Informa- 
tion needed for either/expenditure es- 
timates or state aid estimates are: (1) ^ 
the number of in-migrant employees 
and (2) the number of children per in- 
migrant employee. It Is not possible to 
predict either of these very accurately, 
but Informed guesses are possible for : 
both. The/nanagement of new firms 
will have some feel for the availability 
of local labor versus In-migrants. It ; 
may be assuftied that in-migrants 
, have the same number of children as 
current residents of the same age. But 
any set of assurryDtlons may overesti- 
mate or underestimate the actual 
change. 

\Sensitlvity analysis is Illustrated in 
Table 2 for estimates of additional 
school expenditures associate with a 
new plant employing 200 peffic^. If 
20' percent of the new workers/are in- 
migrants and If there are 0.6q stu- 
dents per,worker (the national average 
In 1977). then the additional expendi- 
tures are $39,600. But the results 
range from just below $15;b00 to near- 
ly $74,000, depending on the assump-r 
> tlons used. If there is uncertainty 
about the correct vSlues for these vari- 
ables, the impact analysis should pre- 
sent the range of results rather than a 
single estimate. 

Fiscail impact studies are frequent- 
ly sponsored by groups with vested in' 
terests. Thomas MulleY argues that: 
"Wittingly or unwittingly, the self Inter- 
est of the sponsor may Influence ini- 
tial assumptions and the selection of 
a methodology which can Influence 
the findings.'* The use of sensitivity , 



analysis helps "bthetrgroOps andlead-^ 
ers to evaluate the conclusions. It 
sKows whicti variables are critical^ . 
ancj whichKJ&n be ignored. If cdrisider- ■ 
able A/ncentainfy exists about a key ; 
va'riable,^nsitivity analysit can help ^ 
theJopal decision-makers decide /• 
whether further study Is justlfi0d.v; 
- If estimates rangg from positive to . 
negative, depending on tl^e asisump* 
tlons used, a communUy can conclude * 
it Js not possible to predict the re- 
sults. If the economic and fiscal irp- 
pacts are ambiguous, decision-makers 
may decide to concentrate on environ- 
mer*tal pc^ptiai critdda. Even If the 
economic and fiscat^ I rhpacts cannot 
be predicted with any accuran;^, that . 
knowledge is of sortie value to the 
community; for as Artemus Ward once 
said, "It ain't so much what you don't 
know that g§ts you In trouble, It's ' 
what you know^hat ain't so." 

Have the "Right" , 
Questions Been Asfced? 

The first step in measuring ihe^ben- 
efits and costs of growth to local gov- 
ernment Is asking the "right" ques- 
tions. This Jsgerierally theinost diffi- 
cult step in solvirig local problems. 
Some oif the usual questions are listed 
below, but only after careful consider- 
atiorl of your local situation ancJ goals 
can you really ask the "right" ques- 
tions. Although outside Qonsultants 
may be needed to develop estimates, 
local planners. Extension agents, and 
citizens need to be sure that the right 
questions are being addressed. 

This section described alternative 
means of estlmatlhg^'the fiscal Im- 
•pacts of growth. Each of the Issues 
raised in the following questions were 
discussedBarller, and are listed here 
as a review. . ; 



Table 2. Additional SchMl Expencllt^ 



7 Pascal (p. 65) reports 24 states, but omitted 
Ohio. ' , 
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Sfchooi Children per Employee 




In-Migrant Employees 


.49 


. 66 


..82 


10 percent 

20 

30 


^ . $14,700 
29,400 
44,100 ^ 


$19,800 
39,600 
59,400 


$i24,600 
49,200 
73,800 


*Thls example uses the expenditure per student nriethod for a firm employlrio 200 workers and a 
school district spending $1,500 per student. ; 
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Questibrl^ for Estimating Fiscal Impacts of 
Residenti&l, Commercial, or Induslrial Growth 

"^l^rvyWn whafgovernmental jurisdic^^ live? . , 

.2. Hoy/ many In-mlgrant families are expected^, and what isjheir anticipated 
Income level? V. . , * 

s3. How ipany school-age children are expectecl? ^ ' *• - 

4. Do'the public services and schools have excess capacity, or would expan^ 
slons be t'equlred to maintain the quality of service at predevelopment 
liBvels? ' ' 

5. Are there migration fees to cover^addltional public sen/ice costs? ^ 
^ 6. Will state and federal aid increase as population growth? 

7. When will the project be completed? 

8. Does the expenditure estimation procedure used include only the addt^ 
tlonal costs associated with the new growth? 

9. Will new revenues be divided among more than one governmental unit, 
such as city, county, and school district? If so, how much additlonal 
revenue will each receive? 

10. When will the public expenditures for the project begin and when will the 
community begin receiving project-generated revenues? How will these 
change over time? 

11. Will projected demands for services require a change in tax rates or d 
change in the level of service? 

12. Who benefits and who loses from the development? 

13. Will tax abatements or other publicly supported inducements be used to 
encourage this growth? 

14. If the project capital- or labor-intensive? * 

15. What is the probability tf»at the firm will remain in the area and operate 
successfully over a five/iO, or 20 year period? 

16. What are the income and employment multiplier effects of the new 
industry? 

17. How will this development and associated population growth affect state 
aid to education and local property tax revenues In your state? 



Summary 

Nationally, more than 60 percent of 
local government revenues. are raised 
~rocally. EcTonomic gfdwth crr jecline"~ 
can have significant impacts on^local 
government finances. This section 
provides guidance to local leaders 
and planning professionals on the ma- 
jor issues to be considered in estimatr 
Ing the fiscal Impacts of growth. 



The advantages and disadvantages 
of five procedures for estimating ex- 
pendrtures were discussed: (1) expen- 
ditures per capita; (2) department off 
cial estimates; (3) service budgets; (4) 
standard manpower requirements; and 
(5) regression analysis. If time and 
budgets permit, the second and third 
methods are recommended. If the 
physical facilities of a seiyice has ex- 



cess capacity then the first approach^ 
provides consen/ative or high'esti- 
mates of marginal costs. If physical 
facilities must be.&xparKled, esti- ' 
mates based on expenditures pet cap- 
ita or on standard manpower require- 
ments tvill be lowerlhan marginal 

costs. ^ ^ 

The fri^rg^nal cost cpntfept'should ' . 
be.used to evaiuate^thayaiidity of the 
technique used. Likewise, it is essen- j ' 
'tial to make the appropriate with- 
without comparison. That is, only v 
changes resulting from the new devel- 
opment being studied should be con- 
sidered rather than chapges which 
would have, occurred without the ^ 
development. If new capital expendi- 
tures are required, city or county engi- 
neering official^ should be able- to 
provide the necessary^nformation. / 

When estimating the revenues a 
new development may generate tor 
the community, theMollowing Informa- , 
tion is needed: (1) theMqcatlon of the 
new workers* residences; (2) the in- 
come level and geographic spending 
patterns of new. residents; (3) the mul- 
tiplier effects of a new development; 
and (4) lags in revenue collection. In 
alddition, communities that use tax in- 
centives to lure development projects 
or whose revenues. are constrained by 
a freeze on property taxes must exam- 
ine the implicatlons^f these policies 
^jr community revenues. 
^Sensitivity analysis 1$ used to evai- 
I a range of assumptions for vari- 
ables that have uncertain values. In 
many situations it is not possible to 
predict the future value of a critical 
variable. Sensitivity analysis shows / 
how the results change if this variable 
changes in value. 

The correct answers to ^fiscal Im- 
pact Issues can only be obtained If 
the "right" questions have been asked. 
While outside consultants and experts 
may provide valuable contribution in 
estimating fiscal impacts, local lead- 
ers and planners must be sure the 
right, questions are addressed. A 
"reviewlist of theB'MuestlonsIs"^^"""^^^^^^^ 
provided. 
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Rfiferehces for Further study ? - 

The Dublications-listed belftiv can be used to help comrtiunlties evaluate the fiscaMmpacts of economic t|eyelopmenJ^. 
AdSal llSio^ coupti^Ex^enslon office and from stat^ Extension- specialists who are 

working In this subject area. ■ . ' . , • • ' ^ 

■ Ba^rdws Richard L and George W. Morse. ComwunigGrowth Policy: Economl/lmpacts of<3ro^^^^^ Poflcy • V 

0/,S North Sra R^^^ No. 79. G6nt^4,Publl5 Rollcy Educat on Commit ee Of 9) (5^25 --.^^ ... 

natSleirircal community; it Is alrned particularly 4f c<mimunltles where there Js,a debate abouUocal growth 
policies' Frcommunlties that have.aHe^dy decided to |hcourage growth. ^hls report may help tfiem decide what kind of 
growth best suits their needs. , .^j . ,i. 

•Burchell. Robert W. and David Llstokln.>/,e F/sca#aG, ^'"''^^^^^^^^^ and Revenues of Land 

DeveloDment. Alew Brunswick. NeW Jersey: Center fo^ Urban Policy and Research (1978) t$2p.0O]. _^ 

This 480 Dal volume provides a very .detailed dispusslon of empirical techniques f.or estimating fiscal Impacts Not all 
oi thi ar^SslgTeS Save been tested by #er economists. This reference Is excellent for persons actually / 
computing the changes In loc&hgovernmentrevenu|5|nd expenditures. 

Gordon John and Glen Nelson, As Yoi^ CommuhlW Groves,.. . Some econom/f Cons/dera//ons Cj^^^^^^^ Extenslo 
Se^lce Bulletin EC446, Purdue University^DepartrperiJ^ Agricultural 'Economics.V/est Lafaye te, 

S 14 page bulletin describes and demonstWt^^|%^^economic impacts due to residential growth, capit^^ 
Intensive growth, and low capital growth. 



Muller Thomas. F/sqa/ tmpacts of Land Deve/op/hen/, Washington. D.C.: The Urban '"^^'^"^^(flOO M SUeg^^^» 
TWs oUlication'reviews the major studies on fiscal impacts of development and analyzes the basic P[°b'e?^feM| 
JxZ Slfcosl of ^Sb^servlces for new developmental *s fairly technical publication but is of use to those^t^|^^ 
estimating the fiscal impact's of growth -In their communlly. , .* ' '^'^P^^^^ 

Shaffer*Ron and Lujher Tweeten. "Estimating Net Economic Impact Qf Industrial Expansion: An Ofelahorpa Case/ - 

in T^y A nulS^ftSl impact models available thro^h the Cooperative Extension Service follow the^^ftj 
dures outlined In this article. r , . \ . : "' p^'^rf^7 

publications. ' 
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_ , , iftATI Vg FEATU RElS OF PUT-OUTf UT - , 

AttOSikPORT BASE MODELS AS TOpL$ 



FOpEXTENSION PROGBAMIVU^IQ 

Bran^^oode* • • 



f frttroduction . 

W^. Extension specialists are^ frequently 
r asVed to develop posgrams and mate- 
; rials that will help communities plan 
' for changes wUhIn their economies. 
Input-output and export base models, 
whlch:are described here, provide k 
framework embodying sorne of the 
major economic relationships that are 
Important to understanding economid | 
change, and they provide a vehicle for 
/ empirically estimating the magnitude 
of economic change. Although these 
l]r\odels do not provide estimates of all 
the changes that may Interest local 
communities, they do provide key In- 
formation that Is the basis for esti- 
mating other changes. 

Perhaps the role of these Impact 
ropdeis'can best be understood In the' 
context of an example. Suppose a 
plant plans to move Into a community. 
The plant will employ 200 Indlvfduals, 
half of whonri are highly skilled techni- 
cians and manager^ that the^ompany 
wljl bring with It. The remaining 100 
employees will be hired from thejocal 
labor market. Public officials may, for 
example, be Interested In knowing 
how the new plant will affect demand 
for public schools and the size of the 
local tax base. By* oversimplifying, one 
can argue that the Increase In demand 
for public schooling will be deter- 
mined primarily by the number of new 
families that move Into the commu- 
nity. In turn, the number of new farpl- 
lles will be determined primarily by 
the number of new jobs created. Like- 
wise, Increases in the tax base will be 
a function of the number of new 
homes constructed, since the majority^ 
of local tax revenues are properliy- 
based. Again, the humber of new 
""homes constracted In the~community~: 
will be a function of the number of 
new families which Is, in turn, Influ- 
enced by the number of new jobs. 
Thus, predicting the impact of the new 
plant on the demand for public 
schools a^d on local tax revenues 



* Frank Qood^ is an Assoolate Professor of Agrt* 
cultural Eoonomlcs at Pennsylvania State Unh 
verslty. 



depends upon the estimated. change * 
Jn employment associated with the 
new plant. 

In Instances such as this example, 
the total change In community em- 
ploymerlt will probably exceed the 200 
employees associated with the new 
plant. The new plant may purchase 
some of Its Inputs from local busi- 
nesses, and these businesses may 
have to add fo their staffs. Also, the 
neW families will purchase goods and 
services from local merchants, ^\\o 
may also have to hire addltlona) 
employees. - 

Jnput-output models and export 
base models allpw one to estimate 
the changes In employment and/or In- 
come In the other sectors of the econ- 
omy that are associated with the new 
piant. The estimates generated by 
input-output or export base models 
actually comprise an Intermediate 
step to estimating the Impact of the 
new plant on the demand for public 
schools and on the tax base. 

In general, the models generate 
empirical estimates In nnuitlpiier form. 
An export base study results in a co- 
efficient that is multiplied by the'num- 
ber of employees In the new pi apt to, 
yield an estimate of the total employ- 
ment change In the comrrluhity. The 
muitipiiera generated by iTYput-output 
rriodeis are generally measured In dol- 
lar amounts, indicating the total 
change in output and Income In each 
sector of the community associated 
with a $1 increase In the sales of the 
new piant. But Input-output multipliers' 
can be expressed In terms of employ- 
ment. For example, if output In one of 
the local sectors Is predicted to dou- 
ble7ftien assumed that errip 
ment will double. If employment |n the 
local sector Is increasing from, 20 to 
40, then the employment muitlplliBr Is 
estimated as follows. Since 20 new 
jobs In the local sector result from the 
200 new plant jobs, each newpl6|nt 
jobs creates 0.1 job (20h'200 = .1) In 



tthe local sector. The empldyment mul- 
tiplier Is 1.1. Thus; the multipliers are 
simplyvthe mechanisms for estlrpating - 
the total Impact of the new plant, Al^ 
though this discussion Is In teVms of a 
new plant coiri^ng Into t'he community, 
the §ame procedures could be i^s^d to 
estimate decreases In the demand for . 
education and In tax revenues if a 
plant was closing and moving Its em- ;' 
ployees. We now tur^n to a general dis- 
cussion of Input-output and export ' 
bage models. / 

The Export Base and 
lnput«Output Models ' 

Both models assume the level of 
economic activity |n. communities is 
related directly to the extent to which 
these communities produce goods 
and services for sale outside the com- 
munity. There are al ternative^explana- 
tlons for connmuhlty growth, tncl^ 
suchv ti ^Qs as techni^ogy, capital 

"avallaDTlity, and the quantity and qual- 
ity of human and natural resources. 
However, It would appear that In most 

-Instances, the questions communities 
ask are In res|ionse to anticipated 
changes In export activities. The two 
models described here are appropriate 
for addressing these types of ques- * 
tlons. " . 

Jhe Input-Output Model 

the Input-output model has been a 
popular tool for regional and local 
analysli3 for a number of years. Its 
popularity derives from Its detailed ac* 
counting of the transactions between 
eponomlctsectors and from Its capa- 
city, to generate sector-'speclflc multl- 
pllers. The following sections discuss 
the basic components of the Input- 
output model and highlight some 
the major assumptions implicit In the^ 
model. A 
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The Transaction Table ^ 

Jhe Input-output model takes lt&* 
name from one of the tables typically . 
constructed In such studies.' This 
table shows the distribution of sales 
of each of the sectors In an area 
economy to each of the other local 
sectors and \p the export sector. Sup- 
pose that we have a rural community 
In which 'we can assign each of the 
firms to one of four sectors: the agri- 
cultural sector, the manufacturing 
sector, the retail sector, or the house- 
hold sector. The Input-output transac- 
tions for such a community are shown 
In Table 1. The first for of Table 1 Indi- 
cates the distribution of total sales of 
the agricultural sector to the other 
sections In the local economy and for 
export. Agricultural production In the 
region totals $100. Of that $100. sales 
to other agricultural firms accounts 
for $5; sales t6 manufacturing firms 
for $10; sales to retail establishments, 
such as grocery stores, for $10; and . 
direct-marketing sales to the house- 
hold sector for $15. The balance of 
$60 of agricultural output Is exportq^ 
to Individuals and firms outside the 
region. Conversely, each column of 
the table represents the distribution of 
Input purchases for each of the four • 
sectors. Thus, the columns of such a 
table represent the Inputs and the 
rowslepresent the outputs of the sec- 
tors In the local economy. Generally, 
these flows are measured In dollars. 



The InputCoefflclent Table 

• The next step In Input-output analy- 
sis Is to use. the Information In Table 1 
to.develop an Input coefficient table. 
The Input coefficients for a particular 
sector Indicate the amount ofinput^^ 

* purch^se^-by that sector, per dollar of 
output, from each of the sectors. The 
Input coefficients In Table 2 are obh 
talned by dividing ihe entries of each 
column of Table 1 by the total of the 
corresponding row. For example, each 
of the entries In the first column 
would be divided by the total of the 
agricultural row. To produce one dol- 
lar's worth of agricultural output r^ 
quires 5 cents' worth of Input from 
other agricultural firms, 20 cents* 
worth of Inputs are required from the 
manufacturing sector, 30 cents* worth 
of inputs from the (etall sector, 25 
cents* worth of lnpu]s from the house- 
hold sector In the form of labor, and 
20 cents' worth of various Imported 
Inputs. 

The Multipliers 

The next step In Input-output analy- 
sis Is to develop multipliers. There are 
a variety of multipliers, but those 
most commonly used reflect the total 
change In output In the afionomy 
associated with a $1 Increase In ex-, 
ports from one of the sectors. That Is, 
for an economy ^itfh as that repre- 
sented by Tables 1 and 2 there would 



Table 1- Transactions Table lor an Area Economy. 



Economic 
Sectors 



Agriculture Manufacturing ^, Retail Household Export Total 
. dollars — — — = 



Agriculture 

Manufacturing 

Retail 

Household 

Import 

Total 



5 - 


• 10 


10 


15 


20 


5 


- 5 


10 


30 


5 


5 


90 


25 


80 


30 


10 


20 


80 


95 


45 


100 ' 


180 


145 


170 



60 sgilOO 

140 "180 

15 145 

25 170 



Table 2. Input Coefficients for an Area Economy. 



Economic 
Sectors 



Agriculture . - Manufacturing 
. • — dollars 



Retail 



Household 



Agriculture 
Manufacturing 
Retail 
Housetiold 



.05 
.20 
.30 
.25 



.06 
.03 
.03 
.44' 



.07 
.03 
.03 
.21 



.09 
.06 
.53 
.06 



be four multipliers. These muMlpllers 
would Indicate how much total output 
In thQ local sectors vi^oUld Increase as 
a result of a $1 Increase In exports 
from the agriculture, manufacturing, 
retail, or household sector. These mul- 
tipliers are obtained as follows. • 

Suppose Wie are Interested In find- • 
Ing the multiplier, for the mitnufactur* 
Ing sector because of an antlclpa^pd 
Increase \r\ B%poh demand for that • . 
sector's ou.tput/Thls could be reflect- . 
ed In the expansion of employment In 
an existing firm or the arrival of a new 
firm. If the manufacturfhg sector's ex- 

• ports Increased by $1, the^medlater 
and so-called direct effect fe^the $1 In- 
crease In output In the manufacturing 
sector. However, Increasing output by 
$1 In the manufacturing sector re- 
quires Inputs of other sectors. Name- 
ly, the $1 Increase In manufacturing 
output requires 6 cents* worth of In- 
putsjjrom the agricultural sector, 3 
cents' \Sorth of Inputs from both the 
manufacturing and retail sectrfr, and 
44 cents* worth of Inputs from the 
household sector. These Increases In 
output are referred to as the first- 
round Indirect effects. 

The first-round Increases In output 
require each of the four sectors to In- 
crease their Input purchases. ^r ex- 
ample, the first round requlretf^grlcul- 
tural production to Increase by 6 
cents{>thus, the agricultural sector 

* must purchase additional Inputs. The 
Increased output of 6 cents In the ag- 
riculture sector again required Inputs 
of 2 cents from the agricultural sector, 
ahd 1 cent each from the manufactur- 
ing, retail and agricultural sector, and 
1 cent each from the manufacturing, 
retail and household^sectors.* Like- 
wise, the first-round Increased output 
of 3 cents In the manufacturing and 
retail sectors and 44 cents In the 
household sector requires additional 
Inputs from the other sectors. The In- 
puts required to support the first 
round are referred to as the second- 
round Indirect effects and are found in 

Column 3 of Table 3. That is, to sup- ^ 

port the first-round Impactsirsted In 
Column 2 of Table 3 requires 5 cents* 
worth of input from agriculture, 4 
cents from manufacturing, 25 cents 
from the retail sector, and 4 cents 



*The Inlerealed reader Is referred to William H, 
MIernyk, The Elementa of Input-Output AnBlyala 
for a full description of the mathematics. 
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from the household sector. The round- 
by-round procedure continues until the 
magnftudes are so small afs (6 t>e neg- 
ligible. Sujnmln{) ail of the rounds 
yields the amount that output In each 
of the four sectore would Increase In 
reapoQse to the original $1 IncreaseJp 
demand for the manufacturing sec- • ^ 
tor's output. These ij^s are found 
the last column of "pble 3. Specif I- ^ 
cally, a $1 Increase In manufacturing- 
sector exports would require kicreas- 
ed output of approxlinately 16 cents In 
the agricultural sector, $1.12 In the 
manufacturing sector (this Includes 
the original $1 Increase In demand), 45 
cents In the retail sector, and the total 
Income of the household sector would 
Increase by about 67 cents. In total, 
the entire economy will Increase by 
$2.40 In response to the original $1 
dollar lncrease*ln export sales of the 
manufacturing sectdr. Put ar^^^ther 
way, eacti dollar increase in export 
sales from the manufacturing sector 
generates an additional $1.40 worth of 
business In all four sectors In the 
economy. The multipliers for all pf the 
sectocs are shown In Table 4. 



input-OutpuVMuitiplier 
Assumptions n 

The procedures outlined above are 
* those typically used In regional Input- 
output studies. These procedures em- 
\ jKXJy^ variety of assumptions which 
A^must be recognized, particularly when 
using the Inpuf-output model for s^rhall 
areas. . / 

- Fixed Coefficient Assumption 

The first assumption Is that the Irf- 
put coefficients, such as those found a, 
*ln Table 2^, do not change. Conse- 
quently, the Input-output model as-* 
sumes that the production technology 
does not change and that spatial pur- 
chasing patterns for Inputs do not 
change. For relatively small changes 
In export demand, these assumptions 
may be reasonable. However, If the 
change In export demand Is large, rel- 
ative to current output levels, these 
assumptions become very question- 
able. For example, the manufacturing 
sector may have been importing some 
of Its labor from outside the corf mu- 
nlty, suggestlng^that at current pro- 
duction levels there Is not adequate 
labor In the area to sustain produc- 
tion. If such a situation does exist In 



Table 3. Direct and Indirect Effects Associated with a $1 injif ase 
In Manufacturing Exports. 



Economic 
Sectors 



Direct* 



Indirect Rounds 
— dollars — 



AgricuUure 
Mangfacturing 
Retail 
Household 



(1) 
.06 
.03 
.03 
.44 



(2) 
.05 
.04 
.25 
.04 



(3) 



(4) 



Total: 



Total 
.16 

1.12 
.45 
.67 

2.40 



Table 4. Direct and Indirect Requirements (Sector Multipliers). 



Economic 
Sectors 

Agriculture 

Manufacturing 

Retail 

Household 

Total 



(1) 


(2) 


(3) 


(4) 


Agriculture 


Manufacturing 


Retail 


Household 








1,18 


.16. • 


.13 


.19 


.30 


1.12' 


.09 


; ' .15' . . 


.71 


.45'- 


1.28 ' 


.81 


.61 


.67 ' , 


.36 


1.36 


2.80 


2.40 


1.86 


2.51 



burjBxample areai the manufacturing 
sector may not continue to hVe 44 
cQnts* worth of local labor for every $1 
Increase In export sales. Rather, the 
manufacturing sector may be forced 
to Import the majority of ihy addition- / 
al labor required.. s/ 

Obviously, miany factors Influence ^ 
how* adequately the coefficient re» ^ 
fleets what .will happen If additional 
employees. ^ hi red. It may b^that 
'two-thirds of the manufacturing firrtt's 
workforce consists of laborers and 
one-third of technical workers. If there' 
are unemployed laborers In the study 
area, the new labor positions may be 
filled by local residents &nd the tech- 
nlcall^osltlons by Imported workers. 
The precision of multiplier estimates 
depends upon knowing whether or not 
the fixed coefficient assumption holds 
when analyzing a particular rural com- 
munity and a particular economic 
change If secondary data^or familiar- 
ity with the local labor market condi- 
tions Indicates that only ^ne-tfrjrd of 
the additional labor requirements can 
be met locally, then the Input coeffi- 
cient should be changed from .44 to 
.22 (1/3 of .66) before calcu lati ng t he 
multipliers. * 

Net vs. Gross Income Changes 

Input-output procedures also as- 
sume that the Increased payments to 
labor — again assuming that the new 
lobs will be filled by local people - 
represent new Income to area resl- 
derits. This second assumption Is par- 
ticularly critical when small areas are 
analyzed because the magnitude of ^ 
the Indirect effects Is determined 
largely by net additions td household 
Income. That Is, in small pornmunltles 
many manufacturing plants purchase 
little, if any, of their Inputs other than 
labor In the comrnunlty. Therefore, 
new wages are often the only w^y In 
which the plant has ari Indirect effect 
on the community's economy. For ex- 
ample. In Table 3, the Indlr^ct ^e^fectaiy^ 
associated with a $1 Increase In man- 

ufactuWgexpbrtia amdCiiiitje^ 
Of that $1.40, approximately $1,12 ac* 
crued In the form of addltlbriarincorhe 
for the household sector and adclitlon- 
al business In the retail sectbri That 
Is, the malorlty.of the Indirect Impacts 
; wasia result of: Increased Ihcpitie jri 
the household sector and of the 
household sector's Increased pur* 
chases from'the retail sector, Thus^ If 
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the.lncrea]5e(i Incdme In the house- 
hold secttfr l8 not a8 great as the 
coefficient In Table 2 suggests, then 
the Indirect Impaots will be grossly 
overstated. If the new employees hired 
by the manufacturing sector were pre* - 
viouslylunemployed and. did not re« 
celve Income aid or are ln«mlgrants In- 

/to the area, then the assumptlons^- 
J^odled In the Input-output procedura^v^ 
are likely to be valid. However, If the 
new employees are local residents 
who were originally unemployed but , ' 
receiving some type of public assis- { 
tance, or who were employed outside 
the region, all the Inconie paid to 
these Individuals by the manufactur- 
ing sector does not represent, new In- 

' come In this community. That ls,>these 
Individuals will be foregoing Incorne 
they were receiving either througih 
public assistance or through employ- 
ment outside the area. Conceivably, 
there Is a net Increase In Income, but 

It is not as large as that Implied by 
the coefficient In Table 2. If an Individ- 
ual was receiving public assistance or 
was employed outside the region, 
then he was. In essence, exporting 
labor services from the area. Once 
employed In the local manufacturing 
sector, that person simply represents 
an l/icrease In the use of local labor - 
and & simultaneous decrease In ex- 
ported labor. The Impact on thecom- 
munlty's household Income will be the 
net difference between these two ef- 
fects. One way of handling this Is to 
estimate the gross Impact of In- 
creased manufacturing exports and 
subtract out the Impact of decreased 
labor exports, or the loss of outside 
Income brought Into the community 
economy. For example. If manufactur- 

Vlng exports are to Increase $1,000, the 
gross Impact would be $1,000 times 
the manufacturing Income multiplier. 
If labor exports were expected to de- 
crease by $200, then, to get the net 

• Impact, the household multiplier (see 
Table 4, Household row and column) 
\s multiplied by $200 and the product 
subtracted from the gross Impapt of 
manufacturing. 

^e must be especially careful, 
when using Input-output models to 
estimate the Impact of changes In ex- 
port demand, to distinguish between 
new Income and Income that Is merely 
substituted for earnings that had been 
brought Into the community by export- 
ed labor. If the new Jobs are filled by 
local workers the coefficients In Table ' 



2 will be a more accurate reflection ' 
than If former out<:ommuters.or jot) 
shifters fill the new )obs. In this latter 
case the Income Impact will be over- 
stated. 

Unchanging Economic Structure 

The Input-output model does not al- 
low .for structural changes In the lo^al 
economy. Jhls procedure assumes 
that the level of output of various sec 
tors may Increase but that there will 
be no new lines of business estab- 
lished as a result ol the Increased 
business activity. Again, If the In- 
creases are large relatM to current 
levels of economic activity, this 
assumption Is probably not valid. For 
example. It was assumed In construct- 
ing Table 1 that certain types of ser- 
vices utilized In the agricultural seC: 
tor, such as farm Implement repairs, 
were not available In the local commu- 
nity. However, If output In the agricul- 
tural sector expands significantly 
there may beienough business In the 
area to support such an establish- 
ment. If this lal^the case, then the agri- 
cultural sectof will purct;iase more 
than 30 cents from the local retail sec- 
tor for every dollar of output. Obvious- 
ly, if such structural changes occur, 
then estimates of the Impact based 
upon the coefficients In Table 2 will 
be understated. If structural change Is 
anticipated It can be handled In \t\e - 
Input-output model by adding a new 
row and column to Table 2. 
. In general, then, the use of Input- 
• output models to estimate economic 
Impacts must take Into account the 
assumptions Involved In the models, 
and the best Information available 
njust be used toi determine whether or 
not the assumptrons are valid. If the 
Information Indicates that the as- 
sumptions are^not likely to hold, then 
adjustments must be made In the , 
model when estln^atlng economic. Im- 
pacts. We now turn to a brief discus- 
sion of the export base model. 

The Export Base Model 

The export base model character- 
izes all of the production (or employ- 
ment) In a regional economy a^ being 
for export or for local consumption. 
The Information In Table t provides 
the basis for making this distinction. 
Plrst» the export column of the table 
.Indicates the amounts of goods and 



services from each of the sectors that ^ 
are exported direct fy. Howeverr, some 
of the produQtlon of these sectora 
may be exported Indirectly and these 
Indirect exports must be estimated. 
An example of the procedure used* to 
make this estimate I9 ap folloy/s: 
According to Information In Table Ij 
the retail sectpr exports only $15 of Its 
^output. However, consider the $$Jthat 
the retail sector sells to the manufac- 
turing sector. Assume that the manu- 
. facturing sector Is Involved In the pro- 
/ ductlon of shoes and Its $5 In retail 
purchases are for shoelaces. Although 
this $5 represents a transaction within 
Jhe area. It Is obvious that some of 
|ihe shoelaces are an Indirect export. 

fact, 77 percent of t^e shoes manu- 
factured are exported; therefore 77 
percent of the shoelaces are Indirectly 
exported. Of the $5 In shoelace pur- 
chases from the retail sector, $3.85 
are mdlrect'exports, and that $3.85 
must 'Ids added to the $15'dlrectly ex- 
ported from the retail sector. Through 
slmllar\calculatlons for all of the en- 
tries In Vablel, total production In the 
reglonal\ec6nomy can be classffled as 
exports (either direct or Indirect) or 
local or domestic consumption. The 
ratio of toial production to export pro- 
duction Is The export-base multiplier. 
This ratio p\;ovldes'the basis for ed|l- 
ductlon Is t^e export base multiplier. 
This ratio provides the basis for esti- 
mating the total Change In the produc- 
tion of the local economy resulting 
from a change of $1 In exports. This 
multiplier has the same^lnterpretatlon 
as the Input-output multipliers. The 
major difference between the two Is 
that Input-outpui multipliers are esti- 
mated for each sector, and the export 
base multiplier cknbe viewed as an 
average multiplier for all sectors. If a 
new firm locates^lp the community, 
then the amount of^ exports by this 
1lrm Is multiplied by the export base 
multiplier to yield at\ estimate of the 
total change In the Ipcal economy 
- associated with the new firm. 

Data Requirements 

Obtaining data to rhl\et\ local eco- 
nomic conditions has been the big- 
gest Impediment to wide-scale useof * 
economic Impact nfiodeis. Numerous 
sub-state. Input-output studies have 
been cor^ucted utilizing Wimary data. 
However, given the high cost of such 
studies there Is a growl ng\feeUng that 
alternative methods for estimating the 
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transactions thble must be found or 
alternative models must be used. This 
section contains a discussion of alter- 
native methods to empirically Imple* 
ment the Input-output and export base 
models. 

Empirically Implementing 
Input-Output Models 

In Qonerai, three approaches can 
be used to obtain the data used In the 
transactlods table (e.g., Table 1). The 
first method, used In a relatively large 
number of studies, Is to collect pri- 
mary data from all of the firms and 
households In a given area. For exam- 
ple, for a particular manutacturlngX 
firm, the study needs Information on 
the level of sales to each of the other 
sectors In the arda and on the amount 
exported outside of )he area. Also, In- 
formation concerning the quantity of 
Inputs purchased froni each of the 
other sector^ and Ihiported from out* 
side the region Is needed. 

In a large area, or an area that has 
a reasonably complex economic struc- 
ture, the cost of collecting primary 
data is often prohibitive. In these In- 
stances, those conducting the study 
have frequently used the second 
_method> which Is to obtain primary In- 
formation from a sample of firms or 
households from each of the sectors 
rather than to do a complete census. 
Frequently, however, even the costs of 
sampling procedures are prohibitive. 
In addition, the sampling procedures 
Invariably Introduce sampling error'ln- 
to the estimated transactions table, 
and It Is difficult to determine the Im- 
pact of the sampling erroc on the mul- 
tiplier estimates. 

•Due to the high cost of collecting 
primary data, a third set of methods 
have been developed to estimate the 
transactions table by using secondary 
data. The basic elements of this pro- 
cedure are outlined as follows. The 
first step Is to assume that the techni- 
cal production coefficients found In 
the national Input-output studies rep- 
Teserit the technical coefficients In 
the area being studied. For example, 
Table 5 Includes a hypothetical set of 
national Input-output coefficients for 
the four sectors In an area Input- 
output model. The second piece of In- 
formation required Is the total output 
of the four sdctors In the study area. 
Multiplying each column In Table 5 by 
the total output of the corresqondlno 



t ^ 
sector yields a taSle of Input require- 
ments. The entries InJable 6 are esti- 
mates of each sector's Input require- 
ments Qocessary to sustain existing . 
production levels.. 

The sym of a row (Column 5) In 
Table 6 IndlcatesUhe total amount of 
Inputs from a particular sector that is 
required to support the local economy. 
For example, Inputs from the retail 
sector totaling $220 are required to 
support production In the four sec- 
tions corhblned. However, total pro- ^ 
ductlon In the local retail sector, as 
Indicated In Column 6, Is only $145, or 
*$75 less than the total economy re- ' 
quires. This shortfall leads to the as- 
sumption that retail goods valued^at 
$75 must be Importpd and that the Im- 
ports must be distributed across the 
four sectors In proportion to each sec- 



Table 5. National Input Coefficients. 



tor*s requirements. That Isy actual pro* 
ductlon In the retail sectof Is about 
one-third (34.1 percent) less than re- 
quired from that sector. Thus, It Is as- 
sumed that one-third t)f the require- 
nients of each sector is imported. For 
example, the agricultural sector 
qukes $40 of Inputs from the retau 
sector, but only two-thirds ($26.36) of 
those requirements are supplied t>y 
local retailers, with the remaining one- 
third ($13.64) Imported. For sectors 
like agriculture and manufacturlng*ln 
which total production exceeds the In- 
put requirements of the total econ- 
omy, the balance Is assumed to be an 
export. This process yields the esti- 
mated transactions shown in Table 7. 
The procedures outlined In the begin- 
ning of this paper are applied to this ^ 
estimated transactions table to derive 
Input coefficients and multipliers. 



Economic 
Sectors 

Agriculture 
Manufacturing 
Retail 
Household 



Agriculture Manufacturing Retail 
^ — dollars — — 

.10 ^ .06 .07 

.25 .11 .52 

.40 .17 .10 

.25 .67 .31 



Household 



.09 
.06 
.79 
.06 



Table 6. Estimated Input Requirements. 
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(5) 


(6) 


Economic 


Agri- 


Manu- 






Total 


Total 


Sectors 


culture 


facturing 


detail 


Household 


Req'ments 


Output 
















Agriculture 


10 


10 


10 


15 


45 


100 


Manufacturing 


25 


20 


75 


10 


130 


180 


Retail 


40 


30 


15 


135 


220 


145 


Household 


25 


120 


45 


10 


200 


170 



Table 7. Estimated Transactions Table for an Aral Economy. 



Economic 



Sectors 


Agriculture 


Manufacturing 


Retail 


Household 


Export 


Total 








dollars 








Agriculture 


• 10.00 


10.00 


10.00 


15.00 


45.00 


100.00 


Manufacturing 


25.00 


20.00 


76.00 


10.00 


50.00 


180.00 


Retail 


26.36 


19.77 


9.89 


88.98 


0.00 


145.00 


Household 


' 21.25 


102.00 


38.25 


8.50 


0.00 


170.00 


Import 


17.39 


28.23 


11.86 


47.52 






Total 


100.00 


180.00 


145.00 


70.00 
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Again, Iwo pieces of Inlormallon 
are required for this metohd of con- 
structing an Input-output model: nft- 
(ional input-output coefficients and 
total output at the various sectors: 
National Input-output coefficients are 
readily available, with the.most recent 
being for the year 1974. Total outpuf 
figures for the sectors are not so read- 
ily available, in general, It is difficult 
to obtain total production figures (or 

'four-digit Standard Industrial Classifi- 
cation Industries for geograplilc areas 
smaller than.a state. Procedures are 
available to estimate the output of 

-Ahesb sectors at .the county level 
These procedures involve obtaining 
the total value of production In a 
given sector at the state or national 
level These production figures are * 
divided by total employment in that 
sector at the state or national level, 
respectively, to obtain an estimate of 
the output per man. Multiplying this 

• output-per man estimate by the sec- 
tor's employment in the study area 
yields an estimate of that sector's 
total output in that area. 

in general, employment figures re* 

I quired by thi^ procedure are not avail- 
able for areas smaller than a county. 
For sub-county areas the only avail- 
able source of employment and output 
data is the Dunn and Bradstreet Mar- 
ket Indicators File. This file contains 
both employment and value-of-shlp- 
ments (production) Information for 
firms, and these firms can be Identi- 
fied at sub-county geographical loca- 
tions. Research and Extension person- 
nel are just beginning to use the Mar- 
ket Indicators Flle» Thus, the accuracy 
of the data Is not well estabjished. 
The author's experience with the file 
Indicates the data are good except In 
sectors where Dunn and Bradstreet 
are not the primary source of credit 
ratings (e.g., local governments). 

Empirically Impleijnonting 
Export-Base Modeil 

As was Indicated previously, export 
base multlpllera can be estimated 
from the information contained In 
transactions tables, such as Table 1 
and Table 4. However, this is a very in- 
efficient way to construct export base 
multipliers. That Is, If one has the in- 
formation to construct a transaction 
table, an Input-output ntudy should be 
conducted Instead of aggregating the 
information to form the export base 
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multlpllef'. the more efficient-proce* ^ 
dure for developing export base multi- 
pliers Is based oh generally available 
secondfl/y data. Specifically, the first 
step In thQ procedure is to obtain the 
employment total In each sector of 
the ar^a economy, either through sur- 
veys or such sources as the Dunn and 
Bradstreet Market Indicators file. 
Next, the total employment of that 
septor at the national level Is divided 
by the national population to obtain a 
requirements coefficient, which itidl- 
cates the number of employees in that 
secipr per Individual In the U.S. This 
ratio may be bas^d on state or region- 
al information If there is reasonio 
believe that state or regional data 
more accurately reflect requirements 
in the area being studied. Also, the 
denominator can be total employment 
rather than population. The selection 
of employment^or population is based 
on data availabillty^and the degree to 
which the datarTeed to reflect local 
consumption rVher than output. Re- 
gardless of which geographic units 
and denominator are used, the as- 
sumption is thM this ration reflects 
the requirements of the residents in 
the study area. This ratio is multiplied 
by the population in the study area to 
yield an estimate of the requirements 
of the area's population for tha)^sec- 
tor. if the employment In^tmt^ector 
exceeds the local requirements, then 
the difference Is assumed to be avail- 
for export, if the requirements of 
a'partlcutar sector exceed the employ- 
ment in the area, then it is assumed 
that all of the employrpent in this sec- 
tor is associated with domestic con- 
sumption rather than export, in this 
fashion the employment in each sec- 
tor is allocated to theldomestic (ser- 
vice) or export (basic) category. The 
sumDf employment in all sectors di- 
vided by the sum of- export employ- 
ment in all sectors yields an 0)Cport- 
base rriuitipiier. This multiplier is used 
to determine by what amount total 
employment will Increase for each 
neiw employee Involved in export activ- 
ities. Thus, the only information re- 
quired by this procedure is employ- 
ment and population data, which are 
generally much easier to obtain at the 
community level than the information 
rodiuired for input-oUtputyanaiyses* 
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QuasI'Data Requirements 
for Both Input^Output and 
Export Base Models 

in the discussion of the input- 
output model, the precision of multi- 
plier estimates for small areas was. 
said to be heavily Influenced by the 
validity of thcee assumption^. These 
assumptions' are also implicit in the 
export base modef. Unfortunatfely, 
there is relatively iitUa information 
available for checking the validity of 
these assumptions. Generally, the 
best that one can do Is to check with 
sources famiillrwith the economic • 
structure of the area and g^t their 
judgment concerning these assump* 
tions. For example, if one constructs 
a transactions table for a local com- 
munity. It is possible that local resi- 
dents can identify potential major bot- 
tlenecks. Special attention should t>e^ 
devoted to areas in which the require- 
ments for a particular input exceed 
current production, in such cases, any 
increases in production may be sup* 
ported, almost exclusively, by in- 
creased importing of the necessary 
Inputs. 

In terms of information concerning 
the labor issue, some information on 
labor force paii^clpatlon rates is avail- 
able from the iTs. Census of Popula- 
tion. This information might help a 
community Identify potential sources 
of workers to fill new jobs, particularly 
if the labor requirements of the new 
firm are known. 

Changes in the structure of the 
local economy are very difficult to pre- 
dict. IHowever, in certain instances, 
structural changes may be inevitable 
and, therefore, obvious. For example, 
a new plant locating In a community 
may know or expect that subsidiary 
industries which either sell Inputs to 
the plant or further process Its prod- 
ucts are also likely to locate in the 
community. 

Although the Information on these 
three assumptions is likely to be frag- 
mentary and less than pe^rfect, any in- 
formation is better than blindly ac- 
cepting the assurnptions of the input- 
output and expori base models. 



Concluding Comments 

Determining which Impact model to 
use and h^ extensive the procedure ' 
to estimate the mufllpllers should be 
l8 laroely a matter of judgment, The 
decision depends upon what types 6i 
questions are being asked, the preci- 
sion requlred'ol the multipliers and, 
last but not least, the amount j)l 
human and flQanclal resources avill;^ 
able)for'ana)yzlng a Ideal situation. 
Qne of the major distinctions between 
* these two models Is sector-specific 
multipliers. The last row of Table 4 
provldesythe total multipliers for each 
of the sectors In the example econ- 
omy, which are based on the Input- 
output model. These output multipli- 
ers ranges from 1.86 to 2.80. Tlie export 
base multiplier for the same economy 
would fail within this raVige, since it ^ 
essentially the weighted average of 
these four multipliers. Thus, one of 
the issues involved In selecting be* 
tween the export base model and t 
lnpu\-output model depends upon 
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specificity required for the multiplier^ 
For example. If the community knows 
that a particular type of firm Is going 
to locate In their community»then per* 
haps the lnp'utK)iJtputmodei Is* more 
appropriate because multiplier estl- 
^mates can be developed that are spe- 
cific to that type o^ Industry/ On the , 
other hand, if the comrnunlty asks a 
more general question, such as what 
are the, expected Impac^^e attract 
an Unspecified'type of eipprWnQ actlv 
' Ity, thef\ perhaps the export base mul- 
tiplier provides an adequate estimate 
of the economic Impacts. Thus, one 
factor In the choice of a model 
depends upon the specificity of the ^ 
questions asked. 

A second criteria for deciding be- 
tween the moOMs Is the amount of 
financial resot^ces available for the 
study. If a community is going to 
^ make public investment decisions 
based on the estimated Impacts, then 
very precise estimates are Important. 
In these instances, the lnput<}utput 
lelehould be used, and extreme 



care should be exerclsed'ln eatl* « 
mating the multipliers. Constructing . 
the transactions table and verifying 
whether or not th* crftlcal assump- 
tions of the Input-outpul n>odel are 
valtd alsoj^ulres detailed consldera* 
tlon. It the resources are not available 
to develop precise estimatesi then It 
Is probably best to either not conduct 
the study or to present ranges of the 
estimates rather than specific esti* 

. mates, which falsely Imply precision^ 
It \n probably l^ss costly for the local 
4)0vecnment to respond to economic 
changes after the changes occur than 
It is\to make Investments based on in- 
accurate iorecasts. ' 

In conclusions, there Is no formula 

^ for determining whi^h of these mbdels 
to use in a specific case. After the 
practitioner has developed an under* 
standing of these models, that und#r- * 
standing in conjunction w|^ knowl- 
edge of special clrcumstances.per- 
mlts judgment about the appropriate- 
ness of various nrnxlels and proce^ 
dures. 



Boehm. W.T. and M.T. Pond, "Job Location, Retail Purchasing Patterns, and Local Economic Development," Growth and 
C^anpe, Volume 7 (January 1976) pp. 742. 

Brucker. Sharon and Gerald Cole. An Input-Output Study of Sussex County, Dela\NBre.\1972, Agricultural Experiment 
Station Bulletin No. 428, Newark: University of Delaware, forthcoming. ' - 

Czamanskl. S. and E.E. Mallzia, ••Applicability and Limitations In the Use of National Input-Output Tables for Regional 
Studies.'! Papers. Regional Science Association, Vol. 23 (1969). pp. 65-77. 

Davis. H. Craig. "Economic Base and input-Output Multipliers; A Comparison tor Vancouver. B.^.r Annals y/ Regional' 
Sc/ence,*Vol. 9 (November 1975) pp. 1-8. N! ^ 

Davis. H. Craig. "Regional Sector Multipliers With Reduced Data Requirements." Intarnational Radical Scidpca ^avlew, 
volume 1 (Fail 1976), pp. 18-29. ' \ 1 

Doekson, Gerald A. and C.H. Little, "The Effect of Size of the input-Output Model on the Results of an impact Analysis." 
Agricultural Economic Research, Volume 20 (1968). pp. 134-138. 

Drake. Ronald L. "A Short-Cut to Estimates of Regional InputOutput Multipliers: Methodology and Evaluation." /nfer- 
naf/ona/ fleg/o/ifl/ Sc/ence fleWow, Volume 1 (Fall 1976). pp. 1-17. 

Eiberts Paul R.. "Conceptualizing Changes In Community Economic Structures Through Quttman Scaling and Input- 
Output Analysis." paper presented to the Annual Meetings of the Rural Sociological Society. San Francisco. Calif.. August 
1978. 

Gordon. John and David Muikey. "income Multipliers for Community Impact Analysis -What Size is Reasonable?" 
Journal of the Community Development Society, Volume 9 (Fall 1978). pp. 85-93. 

MakI, Wilbur R.. "Small Area Applications of Input/Output." prepared for Input-Output Conference co-sponsorbd bfT^ 
institute for Inter industry Data and the U.S. Department of Commerce, New York. September 1970. 

MIernyk. William H.. The' Elements of Input Output Analysis, Now York. Random House, 1965. 

Schrelner, Dean and Dave Flood, "Area Analysis by Means of an Economic Base Study/* Research Applioatlorj In Rural 
Economic Davelopment and Planning, Research Report P.665. Sllllwalor; Agricultural Experiment Station, Oklahoma State 
University. July 1972. > 

Sharma. Narondra P. and M.C. Connor, Economic Ralatlonahips Among BualnBSS Sactora-^ Eastern Shore Virginia. 
VP.I. and State University Research Division Bulletin 88, Blacksburg. VA, April 1974. 

Tiebout, Charles M., rh&Communlty Eoonomlo Base Study, Supplementary Paper No.,16, Now York: Committee for 
O "conomlo Development, Deoember 1062. 

ERIC . 23 



26 



IWNieiMKET IMPACTS FROM 
ECONbMIC DEVELOPMENT 




by Ron Shatter" 



Intro 



A community's evaluation of an an- 
V tlclpated economic development event 
will rely almost exclusively on mone- 
■tary, or ma^ket^determlned, lvalues, 

- because they are measurable Indi- 
cators that community members can 

• judge. Recently, environmental Issues, 
which are not easily translated Into 
monetary valuesV have entered Into 
community decision-making, usually 

- on ^ political and legal bas^ 

the market typically undervalues en- 

• vironmental quality. While physical en- 
vironmental factors are IncreaslQgly 
belng^recognUed In community 
decision-making, other changiBS aref 
seldom conslderedjjrj. a systematic 

"fashion becauselHey bannot be trans- 
/ lated I nto: a comrn'on deriomi naior, as 
/■ can the number of- neW jobs or Irf^tJ 
creases; In Income ^nd public reve- 
nues, for example. Evaluation of non- 
market Impacts andof the trade-offs 
among them Is biased on people's val- 
ues, and there Is no easy way to 
meiasure or determine these trade- 
offs. For example, which Is better, a 
job In the local area that pai^a lower 
wagoi ora job In another coifimDnlty 

• that pays a higher wage? 

Extenslon .education programs on 
Impact analysis should not Ignara 
nohmarket changes, even though/ 
ability to provide precise aQSjjidfs Is 
v6ry limited; The models for estimat- 
ing nonmarket changes are not as rlg- 
• 6'rously as the models available for : 
estimating monetary changes. 

• Somef suggest that raising ques- 
tions about nonmarket changes un- . 
. fairly detracts from community eco- 
. : nomlc developimerit. Further, some 
■• argue that silnce a market value can- 
'}/.".■ not be placed directly on these 
chaniges, these considerations s^uld 
be discarded from community aeci- 
slon-maklng. Quite the contrary^ lf a 
community Js to make an informed 
V judgment about economic develop- 
ment. It needs to have as complete a 
list of impacts as possible* Then the 
; community's value structure can be 

'. • Ron Shaffer Is an Assottate Professor, Depart- 
ment of Agricultural Economics, University of 
Wl8Consln*Madlson. . . , 



used to Judge whether to support or to 
oppose an economic dovelopment 
event. In addition, evaluating nonmon- 

, etary Impacts offers greater. opportunl- 

'tles for community Involvement than 
do market phenomehifeHWarket values 
typically are determlrr^^d outside the 
comtnuhlty, while the valuation of ; 
nonmonetary Impiacts la a local phe- 
nomenon; Citizens of a^corrimunlty^.,. 
can and should ask what type of non- 
monetary changes are possible. Once 

. the possible changes have been Item- 
ized, then the community needs to 
compareihese changes wjth commu- 
nity goals and to set about Insuring 
that the^approprlate changes do oc- 
cur. In many cases, problems can be 
resolved or reduced by alerting the 
community during the.early phases of 
an economic development event. 
Three Important concepts must be 

^ clarified before proceeding. First, eco- 
nomic development refers to all forms 
of economic activity that Improve the 
job and Income situation within a 
community* and It Is not limited to at- 
tracting a manufacturing plant. Eco- 
nomic development also results from 
the formatlo/i of new local businesses 
or the expansion of existing busi- 
nesses. More Importantlyv economic 
development Is as dlverse«as:a new 
shopping cfenter, expansion of farm- 
Implement dealership, construction of 
a new motel/restaurant, modernizing 
the Ibcaf hospital, or the opening of a 
retirement center. TRe cfltlcal point js 
that economic development and In- v 
dustrlal (manufacturing^ deyelopment 
are not synonymous. Second, each 
form of economic development will 
have different types of Impacts on the 
community. For'example, the labor re- 
quirements of a nursing home wll) dif- 
fer from those of a farm-Implement ' 
dealer. Third, the level of impacts In a 
Qommunlty will vary with the size of \ 
the economic development event reia- 
tlve to the size of the community. A 
new insurance agency with flye em- 
ployees"Tn a community of 10,000jj?ill 
probably cause no dlscerlble^hanges. 
However, the location of a reglpnal In- 



surance company headquarters (50-75 
. employees) In that, same community. . ( 
will cause noflceable changes. 

At the end of 'this section ther|||s a 
partial listing of nonmonetary Imjwits • 
that might arise from an economic^ 
developrrient event. AM of tlje jtems ^In ^ 
the list need not occur for ariy ^pfeclf-: v 
Ic economic developrpent event. The 
nonmonetary IfTipacts likely to occur 
■are a f Onctlon^j^ the size of the ciDnv^vS 
miinlty involved relative to the size J 
and type of the economic develop- ; 
ment event that occurs. As Indicated : ; 
earlier, the perceived significance of 
these Impacts will depend ori the ^ 
value system of thig^^ofiimunlty. Thuslig; 
thfe section canndl^))rovlde answers^^- 
, ^ but can only enumerate some of the / ■ 
\ questions regfi^ng the nonnnarket 
Impacts frorh i^homlc deyelopnient 
In this sec)©n, four types of non- . 
market Impa^p wljl be discussed. 
, These nonnwket Impacts are related 
to: (1) empl#nent, (2) changes In pop- ; 
ulatlon, (3]^clal ctianges affecting 
Indlvlduaj^' and the'entlrie community, 
-' arrti (^tfie Implications Jfor 'PPftl flov- 
erriment-and publicly provldi|f§e^^ 
vices. j|efore proceeding with these • 
discissions a review of distributional 
issu^ Is necessary. 

c Distributional Impacts are' best ex- 
\.j9mpllf led by the question of who re- 
;pfcelves the benefits and who carries 
the burden of an economic develofjj^ 

;^'ment event. This question can be QxH^ 
amined over space, over groups of 
people, over components of the econ- . 
omy, and over time. 

Distribution over space refers to 
whois affected based on their place 
of residence. Are Irripacts limited to 
community residents or are residents 
of other communities affected? In / ; 
many Instances, the Impacts of an 
econornlc development event will be . 
dispersed by commuters, new resi- 
dents, and purchases of consumer: 
goods and business inputs outside ; ^ v 
the communlty.\ :v • r 
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can refer to IncomiB groups, age 
groups/racial groups, or property own- 
ership. Do the benefits of economic 
developrnent accrue jo the higher, 
middle, or lower portion of the Income 
scale? Does this econorhic develop^ 
mentevent |eTad to changes In proper- 
ty ownership? Are there any distrlbu- , 
tlonal Implications based on whether 
people owned property prior to the 
economic development event? Will the 
event affect the availability and costs 
of medical services for elderly resi-' 
dents? Is the econohic status oT 
minorities affected by this economic 
develppment event? 

^ There can also be distributional Im- 
plications for the different sectors of . 
theiocal economy. A new shopping 
mall,,foV example, will have minimal 
effects lpn^anufacturlng but It rriay 
havb a major Impact on the existing 
relalf sector. LikewlseVany new c^evel- 
opment niay stimulate the finance and 
real estate sectors, and It may affect 

. farming through significant land use 

. changes. ; ' 1 

Dlstrlbutlpnai questions related to 
time refer to when the benefits and 
costs of an economic development / 
event occur. Even though the total tax 
revenues from the project may pay for 
the public Investments, the revenues 
may not be available until after the 

'public Investments are made. There 
may be a lag mtween the time public 
service Investments are made and the 
time the^rlyate investment Is placed 
on the p^perty tax roll. It could be 
two or more years before local proper- 
ty taxes are collected from the new 
plant and Equipment. A similar tempo- 
ral difference in public revenues and 
expenditures can arise when commu- 
nities face a state-mandated freeze or/ 
restrainron the local tax l«vy, Several 
Western states where major energy 
projects ard underway or anticipated 
nave begun Impact funds to finance 
the local povernment infrastructure in- 
vestments necessary before local tax 
revenues start fiowihg from the 
project. 

Employment Related . 
Changes V 

• Many nonmarket Impacts of an 
economic develppment event are 
•employment-related. While this may; 
sbund .contradictory, many employ- 



^ment considerations are nptrri 
In terms 6f annual salary, the satj^- \ 
factloh or personal fulfillment received 
from the new job Is such a nonmarket 
Imp^iact. 06 thd new jobs offer workers .< 
a better opportunity to utilize their 
skills more fully? What about job 
openings and opportunitleaifor female 
workers, younge/'or older workers, or 
minorities? Dosreslddnfs haye an op- 
portunity to acquire sKllls that permit 
personal and emotional satisfaction? 

Another em'pibyment-related non- 
market impact is commuting. Com- 
muting wprkd^will have less time for i 
personal us^.g., fiamily, recreation, 
etc Can this offset the benefit of a 
higher wage or more stable jobs? A ^ V 
poteritial gain would be if the worker 
commutes to a closer job or no longer, 
mustcommute to another commurilty 
for work. " 

similarly, new jobs may have impli- 
cations for the services provided in» ' 
.the community. If married women 
enter tijie labor force, for example, 
child-care services may be needed. 
Families may have to reallocate home ^ 
and family respohslbilltles, which may 
be difficult for some. Balanced, 
against these adjustgients are the . 
emotional and personal satisfactions 
derived from'the job along with the 
added Income. 

One of the subtle emotjonai phe- 
nornena resulting from the arrival of a 
new plant or the expansion of an ex- 
isting plant Is the concern that the | 
plant may closiB. Although a plant , 
closing is generally not considered * 
during the euphoria of a new develop- 
ment, there will be times when/umors 
(founded and unfounded) suggest that 
the plant Is closing or reducing its 
work forcOi This can cause personal 
and familial trauma among the people 
who feel Aieir jobs are in jeopardy. ^ . 

New jobs created by the economic 
development event rnay reduce sea- 
sonal and cyclical employment by off- 
setting empioymenl^lluctuatlons In 
other sectors of the community. These 
fluctuations are strikingly evident in 
Detroit where empiloyment is prone to 
the ups and downs of the auto Indus* 

,try.^-- - " - - 

An economic development event 
may spur developrnent in other com- o 
munity sectors. New jobs may result 
In greater optimism about the commu- 
nity's economic future, and this opti- 
mism may Induce businesses and 
others to Invest time and money in the^ 
community. 



.Populatipn^ 

Demograpiiic implication 

; in a sparsely settled rural area, the 
(Jccurrence of a maJoV economlc'de- 
velopment event will have a profound 
Impact on the demographic composi- 
tion of the community through In- ^ ^ 
migration. The In-mlgrants may be 
new people or they may be Indlvldutils 
who previously lived I n the connmunlty ' 
and left for a variety of reasons. : 

* The majority of new residents may 
be In a different age group (typically 
younger) than . the existing residents. 
New residents may demand different 
goods and services from both public 
and private sectors ti)an do iongt|nie^,^: 
residents, :.-::^r;:./.:.. r:;%^.-[:r..^....u^^^^^ 

The adverit of an economic devel- 
opment event can charige population 
denartty In the connmunlty, and the res- 
idential and comnierclal expansion 
that may follow can affect land use - 
adjacent to the community boundaries 
and along transportation routes, re- , , 
suiting In nndre travel time, increased : 
traffic volume, and increased 
demands on the connmunity's land use 
planning capabllitle$. I 

The values of new re^dents may 
differ from the community's present 
value system. Conflicts may result, 
but at the sanrie time, newcomers may 
introduce new and innovatWe Ideas 
that can assist the oommunity In 
charting Its economic future. 

Housing \ 

Economic development may also 
alter a cbnrimunity's housing situation, 
monetarMy and otherwise. Changes in 
the price dt existing housing within a 
commiinlty represents d monetary 
dimension. If the community has de- 
clined economically, the occurrence of 
an economic development event will 
Increaseor at least stabilize the price 
of existing housing. For individuals, 
especially those of retirement age, 
with housing.available for sale or rent- 
al this may be an economic windfall. 
However, these same price* increases , 
may place: renters at a competitive 
disadvantage If rent increases faster 
than tHeir income. In this case, some 
renters may find themselves unable to 
afford local housing. 1 

Another dimension of the housing 
market relates to the quantity and 
quality of the housing stock. With the 
occurrence of an economic develop- 
ment event, owners may repair and 
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vestors may finance construction of 
new homes and apartments. However, 
there Is also the possibility that some 
pirbperty owners will seize upon this 
opportunity to extract housing re* 
sources from the community through 
disrepair and abuse. . 

The mix of housjlng will change 
' with an economic development event. 
To accommodate ndw residents apart- 
ments may be built, or existing 
houses may be rernodeled Into multl- • 
Jamlly dwellings. If the proportion of 
"renters to owners changes, §ocleil con- 
ditions within the community nriay 
also change. Renters frequently have 
perspectives about long-term commu- 
nity Investments and involvement In 
local organizations that are different 
from those of homeowners. 

Housing needs may also change, 
based on workers* job duration and 
Qxisting housing availability. There Is 
also the possibility that a surge In 
housing demand will be temporary If 
workers arp brought In for construc- 
tion only. In suc^ cases, mobile 
homes or work camps are the most^ 
loglC£|l and efficient mechanism to 
meet temporary housing needs. The 
avaHability of housing In nearby com- 
munities wlJIalso affect the intensity 
of local housing pressure, 

CofiJmurtlly Ecology 

One 6f the social changes likely to 
occur as a result of a mjjor economic 
development event Is the disruption of 
Informal communication networks and 
organizations. Particularly If there Is a 
large influx of newcomers, trajJItlonal 
channels for kdepins people Informed, 
may be inadequate. People will find 
they need to rely on different sources 
of information to keep Informed of the 
community. These changes will be 
temporary and new communication 

channels will be quickly formed. 

Religious organizations will also 
make adjustments as a result of eco- 
nomic development. Their member- 
ships are likely to Increase, and new 
denominations may appeiar in the 
community. Because of the changes 
that result from economic develop- 
ment, religious organizations will need 
to play a larger role in providing social 
stability and communication in the 
community. 



cornmunlty birganizationa, both formal 
and litformal, Will also change. Fornnai 
organizations, such as civic groups, 
the chamber of commerce, etc., will 
have to accommoaate larger member- 
ships and associated challenges. In- 
formal organizations may also emerge 
In response to the needs of new fami- 
lies as they become Integrated Into 
the community. 

Political and 
Local Government 



Poiltlcallmpacts 

THe^si obvious pd^^ impli ca- 
tion of economic grQ#|h and accon)- 
panylng Increases in p9pul|^n Is' the 
potential change In the ledHpNp 
structure of the communltyTrliBW resi- 
dents may assdme leadership roles, or 
longtime residents may assume new 
leadership responsibilities^ New resi- 
dents In the community will bring a 
different perspective about the type of 
community desired, which may or may 
not be compatible with existing 
perspectives. 

Community growth may also spav\^ 
the need for substantial Investment In 
public. facilities. Bond issues and 
other controversial matters may be 
presented as referenda, which may in- 
crease voter participation (n various 
elections, as will attempts to shift 
pojitical leadership. 

With substantial growth, a cornmu- 
' nity may discover it needs to estiabllslj 
formal regulations, either because 
new problems have arisen or because 
Informal standards and controls are 
not known or unheeded by new resi- 
dents. Some will perc^e these ; 
changes as beneficial to the commu- 
nity, and for others, the more formal 
structure will represent the demise of 
a lifestyle. 

Public Recreation 

A larger population could encour- 
age private Investment in new enter- 
tainment facilities; concomitantly, a 
larger tax base may allow the local 
government to provide more public 
recreational sen/ices and facilities. 
However, substantial numbers of new 
residents could also result In conges- 
tion of existing facilities, and In a 



forms of recreation (vyllderrfe 
streams, etc.). 

PhyslcalSafety 

Just as the population growth as- 
sociated with Economic development 
can strain the cSrpaclty of existing 

SubllG recreational facilities. It la just 
s. likely that a community's, safety 
services may be poorly'equlpped to 
, handle larger numbers of people and ; 
the greater potential for criminal activ- 
Ity. The Increased criminal activity can 
be crimes of aggression, egg., assault 
and battery; or crimes against prop- 
erty, e.g., burplary; or social crimes, 

e*g., intoxication. ' 

The potential for crimlnai activity Is 
^ likely to be greatest when a communi- 
ty is host to a large transitory popula- 
tion that Is involved In the early phase 
of the development project. However, 
Increases in local government reve- 
. nues as a result of development may 
also allow the corfimunlty to expand " 
Its poifee department. Part of the per- 
ceived change may be due to better 
recording of certain crimes and un- 
substantiated opinions about "those 
new people," The perceived change In 
crirrie may be an age-related phenom- 
ena linked to younger workers. In 
many cases Improved economic con- 
ditions can reduce the incidence of : . . 
some crimes simply because more 
people arie employed. 



Healtir 

Another inonrnarket impact of oji 
nomic development concerns P^^gS^^ 
and mental health of community mem- 
bers. Social adjustments, even some- 
thing as rnlnor as Increased commut- 
ing time, can be stressful tQ^certaln 
individuals. Depending on the size and 
type of development, residents may 
find themselves exposed to more 
physical risks, e.g,. the new jobs may 
also pose a higher degree.of physical: 
risk. Of course, safety standards In 
the new work place may t)e supertpr 
to those In the communlt/s other 
businesses. The most difficult dimen- 
. si on to consider and to be alert to Is 
the possibility of latent, long-term • 
health problems, e.g., the abestos 
peril. 

The project, by Increasing public 
revenues or compnunlty population or 



Jby attraot[rig private Investo rs, co uld ^ 

nit/s hefillth-care faollltjes. In commu* 
nitles that were unable to attract a 
sufflolent nurViber of doctors, the 
development project and the accom* 
panj^ng population growth may pro- 
vide the necessary enticements. 

Decline VS. Growth 

Numerous communities have expe- 
rienced the trauma of a major employ* 
er closing operations or significantly 
reducing its l^bor force. This type of 
economic change wIM also yield 
changes In the community that are ; 
not easily assessed with economfic 
models. The concerni' raised above 
are also applicable, with some modlfl* 
cation, to a situation of economic 
decline, and not all will be the reverse 
of economic growth. For example, If a 
majo^ firm closes, people will leaive/ 
the community, but many will take a 
less satisfactory job <less challenging, 

' lower pay, etc.) and remain In the 
community. The Issues br questions 
remain the same, but the answers 

'may be altered. 

Summary 

This section reports some of the 
nonmarket changes that may occur 
because of an economic development 
event. The distinction of market and 
nonmarket changes is somewhat arti- 
ficial. Bothiypes of changes are 
linked and not easily separated for 
analysis. ' 

The nonma(ket changes mentlpned 
In this section, for the most part, riBp- 
resent scenarios of communities ex- ^ 
periencing major economic develop- 
ment events relative to the existing 
community population and economy. 
Not all of the nonmarket changes that 
occur In a community result from eco- 
nomic development, irrespective of 
the size of the development. The com- 
munity may be experiencing the same 
social changes that are occurring 
elsewhere in society. 

In some cases, the anticipated non- 
market impacts are legitimate issues 
of public concern, in other instances, 
the anticipated nonmarket impacts 
are relevant only to the individual or 
family. Yet awareness of the potential 
changes Is necessary In^communlty 
decision-making. Once recognized. 



these potential changes can be meas- 



ored'aoalhdlcorrtm^^^ 
ousiy, value Judgmeh^s defy consen- 
sus; no ohange will bi9 universally 
viewed as beneficial or as adverse. 
.Thus, It Is critloally Important to rajse 
the queiatlon of what types of nonmar- 
ket changes are possible, and then to 
compare these changes against com- 
munity goals. If the expected change 
Is undeslred,'then action to reduce or 
negate the advisrse Impact can be ini- 
tiated. Likewise, actions to encourage 
or reinforce desired changes can be 
Implemented. 

Undoubtedly, judgments about the 
changes wrought by economic devel- 
opment Is related to the Indlvlduars 



perceptions of their community. As a 
^consequence of dpvelopmentr8om(B.r=^ 
may now perceive their community as 
being a dynamic, progressive, growing 
entity, while others will see their com- 
munity as exp'erlenoing various . 
degrees of degradation. 

An Important point to remember Is 
that a community Is a dynamic social 
organism that adjusts and adapts to 
new opndltlons. Over time, the com- 
munity will absorb or remedy many of 
the adverse impacts^ The goal of (his 
section Is to help community leaders 
anticipate these potential changes 
and ease the transition. * 



Types of Nonmarket I mpacis 



. Distribution: Who will be Affected? 

r A. Will effects vary among geographic sectors of the community? 



What Income groups will be affected and In what ways? 
0. Will all or just certain economic sectors of the community have to make 
adjustments? ., ' ^ " 

D. Will the Impacts vary over time? 

Employment*Related Impacts. 

A. Will the new jobs be satisfying to workers? 

B. Effects on commuting time and distance. How far must local residents 
travel to their n^w jobs? . 

0. Will the jobs be permanent of will they be highly sensitive to managerial 
, "decision and economic trends? 

D. Will the worker perceive the new jobs as an Improvement over previous 
conditions? ^ 

Population-Related Impacts. , * . 

A. Demograpic. 

1. How much In-mlgratlon will occur? 

:2. Will the newcomers and their families match or be different from the 
' priBvajent age and family structure of the pommunlty? ' 

3. What value changes might occur? f 

4. Can the newcomers easily be Integrated into the community sodlal 
structure or will adjustments be needed? 

Housing. 



B 



How will the value of housing change? 
How will the quality of housing. change? 
What changes in housing ownership will occur? 
What type of new housing will be needed? 



IV. Community Ecology. 

A. How will communication networks be affected? 

B. How will religious organizations be affected? 

C. How will pa^ticipatloh in community affairs be affected? 

D. What different inlernai-externai linkages will appear? : 

E. Will satisfaction with the community change? 

V. Political and Local Government. 
A. Political 

1. What leadership changes will occur? ~ 

2. Will voter participation change? 

k How will public recreation facilities and use be altered? 
C, Will physical safety of workers and residents change? 
, b: What short- and long-term health effects could occur? 
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,, ; 01^ Richard E. and H.L. Seyler (eds.), 1979, Nonmetropolltan Induairlallzatton, New York, New York: John. Wiley 

^"partflwo of this book of papers focuses on the Impacts of Industrialization. The papers examine chang&s In Income, 
employment, and sales'and their distribution. The papers emphasize the reporting of empirical results rather than concep- 
tual frameworks. . 

2. WTurdock, Steven H. and Larry Leistritz, 1979, Energy Development In the Western United States: Impact on Rural 
-ftreas, New York, New York; Praeger. , ■ ' , . . , .„ /sh»«w 

Chapters 4 and 5 review the population and work-force changes associated with energy development projects, cnapter 
9 examines Impacts on social systems, and Chapter 10 reviews attempts to Integrate economic, demographic, and social 
Impact?. Each chapter contains a literature review, reports some empirical research, and tries to generalize the results. ^ 

3. Smith, Eldon D. and Gene Summers, 1978, How New Industry Affects Rural Areas, Rural Development Series 1A, 
Southern ROral Development Center: Mississippi State University. \, , , ' 

Provides an excellent overlew of both economic and sociological changes associated with Industrial growth. 

4. Surnrriers, Gene F., Sharon D. Evans, Frank Clemertte, E.M. Beck, and Jon Mlnkoff, W6i Industrial Invasion of . 
Nonmetropolltan America: A Quarter Century of Experience, mN\ork, New York: Praeger. , . ^ ^ _ 

A synthesis of reports on over 245 manufacturing locations In nonmetropolltari communities In 34 states between 1945- 
and 1973 Chapter 7 Is a compilation of the following: soclaJ participation, attitudes and opinions, opinions abdut social 
participation, opinions about Individual concerns, and errj^oyers' attitudes. Other chapters examine Income, employment, 
fiscal Impacts 9nd population changes, f ■ 

5. Whiting, Larry R. (ed.), 1974, Rural Industrlitizatlon: Problems and Potentials, Ames, Iowa: North Central Regional 

^°SerleTo?werrreKn^^ Of Industry (manufacturing) moving Into rural communities. The papers exanrilne 

both the community and Industry's perspective In the location decision. The changes In the local community s economy 
ancj social structure are also reviewed. / i 
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EXTENSION'S ROLE 
™=ECON0MIC IMPACT-ANALYSIS 

by David L Debertin and Qeorge E. Goldman* 



Introduction 

Extension education has a long tra* 
ditlon In community development 
work. Its central focus has historically 
been on providing Information useful 
In the group decision-making process. 
The role of the Extension educator Is 
to assist communities In delineating 
alternative Solutions to problems, In- 
cluding the probable consequences of 
each alternative, and to serve as an' 
unbiased'source of technical Informa- 
tion. In this section, we further define 
Extenslon*s role In economic Impact 
analysis. The role of facts and values 
In community declslon-makln^re dis- 
cussed. Alternative functions that Ex- 
tension personnel may perform are 
outlined, as are methods for helping 
communities select Impact models 
appropriate for their needs and 
resources. 

Extension's role in economic Im- 
pact analysls^fows out of Its usual 
role In community developrnent and 
Its public policy education role. Basic- 
ally, Extension's role In community 
development Is to educate the com- 
munity so that residents are better 
able to choose among policy alterna- 
tives. When a community Is con- 
fronted with economic change,Hyplc- 
ally It must wade through estimates of 
the consequences of various alterna- 
tives, as well as an assortment of 
other relevant Information. While local 
government staff and Interested citi- 
zens may understand the policy 
choices, frequently they do not have 
the analysis that predicts the out- 
comes of the different policy alterna- 
tives. Explaining the faofinectlon be- 
tween the policy choices and the pro- 
jected econpmic Impacts Is an Impor- 
tant responsibility for Extension staff. 
By carrying out this responsibility. Ex- 
tension staff helps the community 
decipher fact from fiction, allowjnalt 
to evaluate change on the basis c^Ks 
perceived values. J^i: 



* D&vid L Debertin is a Professor of Agricultural 
Economics at the University of Kentucky, and 
Qeorge E. Goldman is an Extension Economist at 
the University of California, Berkeley. 



Facts and Values 
In Impact Analysis 

Any prQblem Involving group deal* 
slon'making Involves three compo- 
nents: (1) facts, (2) beliefs that Individ- 
uals within the group, rightly or 
wrongly, think are facts, and (3) vajue 
judgments. 

Facts are rejatlvely easy for the Ex- 
tension community development edu- 
cator to deal with since they cannot 
be disputed. On. the other hand, value 
judgments lie beyond the realm of 
fact and are*often the source of dlsa- 
greemerij. The Extension specialist 
jeopardizes his role as a source of un- 
biased Information; If he attempts to 
Influence value judgments within a 
group. Extectslon specialists should 
be wary of t>ecomlng an advocate 
rather than a facilitator of group deci- 
sion-making. But when It comgs to 
beliefs/which often confuse fact with 
fiction, the educator can dispel false- 
hoods and verify facts; CItlzerf beliefs 
can Influence Interpretations of facts. ' 
Some beliefs, vyhen carefully exam- 
ined, will be found to be factual, while 
others will be found to be based on 
erroneous Information. In this regard. 
Impact analysis models can be very ^ 
useful to the Extension educator as a 
tool for distinguishing between beliefs 
based on faclual Information and 
those that are^based on Incorrect 
Information. 

Facfs, beliefs, and value Judgments 
will be at the heart of any corhmunlty 
Impact analysis. For example,* It Is a 
fact that a firm, em()loylng 500 work- 
ers. Intends to locate a new plant In 
the^ community. Nearly everyone In the 
community holds values with regard 
td the potential goodness or badness 
of such employment growth. Some 
may view the new plant as an opportu- 
nity to obtain a higher-paying job.- 
Others may resent the outsiders, the 
noise, the loss of farmland, and the 
construction activity that. would result. 
It Is clear that no amount of advocacy 
for or against the new plant by the 
Extension educator or others will 
change strongly held opinions on 
-^these. Issues. 



An Impact analysis, however, may 
be a quite useful tool for separating 
beliefs that are factual from those 
that are not factual. For example, 
members of a group may argue that 
the new plant virould result In over- 
crowded schools. An Impact analysis 
can provide more accuratei Informa- 
tion as to the potential number of new 
students attending local schools and 
whether that number would result In 
overcrowding. Others may argue that ' 
t^e taxes p^ld by the new firm will be 
more than sufficient to offset the ad- . 
ditlonal costs'of public services. An 
Impact analysis can determine If this 
Is likely to be true. Still others might 
suggest that the secondary Impacts of 
the employment growth will stlfnulate 
a large amount of business In the 
lo6al community. An Impact analysis 
can provide precise estimates that 
verify or disprove this contention. 
Growth Impact models require that 
community leaders make explicit the 
assumptions used. Moreover, effects 
of changes IH assumptions on the 
consequences for thp cpmmunlty can 
readily be addressed. 
^ When a^communlty asks: "If this 
event occurs, then what will be the 
consequences?" growth Impact analy- 
sis can be a useful tool for group 
decision-making. The analysis Is not a 
replacement for the Extension educa- 
tor, nor Is It Intended to be a device 
for changing people's values. Rather, 
It Is an educatlonaPfool, one that Is 
consistent with Extension's role of 
helping people assess alternative 
solutions and probable consequences 
of each. 

Functions for Extension 
In Impact Analysis 

The basic function of Extension 
staff Id economic analysis Is to assist 
local government staff or citizen 
groups In any phase of the Impact 
analysis process. Community prol>- 
lems share a common characteristic 
\n that all require group decision- 
making. Once' community residents 
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beoome awaro of a problem, many be* 
=^come; Intersstec^l n : t hs d«olalQn«makt^^ 
Ing procosa, and some may even want 
to participate In efforts to solve the 
problems. When community members 
rocognizo a problem, the time Is right 
for some specific Extension educa* 
tlonal programs. These can Include: (1) 
education and training In basic eco- 
nomics and economic Impact metho- 
dology, (2) advice on selecting outside 
consultants, (3) assistance In Inter* 
preting and understanding an impact 
report and In making use of a report 
for planning, and (4) working with 
local government and citizens In doing 
an impact analysis. 

Perhaps Extension's mostlmpof' 
^ tsnt role Is training and educating cUh 
zens and government statt The natu* 
ral placebo start is the selection of 
policy alternatives to be analyzed. If 
the range of alternatives chosen is 
limited, this will limit the usefulness 
of the analysis. Also among the prima- 
ry considerations Is the type of analy- 
sis to be performed^and the facts that 
are necessary fo/tlio community's 
evaluation. For^xampie, estimates of 
a change In average Income can Imply 
a different conclusion than an esti- 
mate of 'change in total incomes. In 
this capacity, the Extension educator 
' can aid the community In its fact-find- 
ing efforts, help It identify the eco- 
nomic impacts to be estimated, and 
assist in choosing the methods to 
estimate these Impacts. The time hori- 
zon-how far Into the future -the 
analysis will cover needs to be 
chosen. No impact analysis can 
assess the total range of potential Jm- 
pacts.. Most analyses, for example. In- 
elude economic but not social or envi- 
ronnrnjal Impacts. The Extension 
educator can serve ah Important func- 
tion in assisting the community resi-, 
dents as they determine the list of im- 
pacts that are important, and of those 
Impacts which are amenable to esti- 
mation. These kre difficult questions; 
Extension personnel can conduct pro- 
grams and provide useful Information 
to communities as they sift through 
these questions. When estimates from 
Impact models are presented, the pre- 
dicted economic Impacts are never as 
exact as they seem on paper. Most 
economic impact reports do not indi- 
cafe the potential varlabllfty of the 
estimates, but the limitations of these 
priddicted impacts should be included 



In any discussion of econOmlo Im- 
^pactsorJrv.anyJralnlng progfam-Or)i:=:r==^ 
the subject. ^ ^ 

A second role tor Extension Is as- 
sisting a community In choosing an 
outside consultant, It the community 
has decided to do so. One way for 
local government and Its citizens to 
cope with the problem of limited tech- 
nical capacity is by hiring consul- 
tants. This approach has shortcom- 
ings: First/this Is an expensive way to 
proceed, and second, cons\jltants usu- 
ally only leave a report behind. If a 
similar problem arises later on. It may 
be necessary to hire a consultant 
again. If possible, It Is better to train 
local staff or local people to do. some 
of the analysis, and, as a resuft, the 
community will develop the capacity 
to address other problems requiring 
Impact analysis. 

If a community opts to hire a con- 
sultant, it should discuss these Issues 
with potential consultants: (1) the 
alternatives to be considered, (2) the 
methodology to be employed, (3) the 
kind and frequency of reporting by the 
consultant to the community, (4) the 
format of reports, and (5) the structure 
of the contract. Of course any educa- 
' tlonal program Involving an outside 
consultant would depend upon the 
community's past experience and 
capabilities. 

A third role tor Extension education 
Is to assist citizens In Interpreting, 
understanding, and using a completed 
Impact report. In addition to helping 
community members understand and 
critique the report. Extension educa- 
r tors can help decision-makers incor- 
porate report information into the 
planning process. 

finally, the Extension educator can 
work with local government statt (e,g,, 
planning statt) In doing an Impact 
study on a critical Issue facing the 
' community. By using this self-help 
approach, the community can save 
money relative to hiring an outside 
consultant. This approach also affords 
more opportunities for education and 
training than a consulting firm usually 
does. In addition, there Is a good pos- 
sibility that there will be continual 
contact over the years between the 
' Extension staff and the local commu- 
nity on further use of tlC^i d^a and 
models developed. 



One of the Extension*^ main objec- 
^tlve8.8bo_uldJ9.UBgradlngth9a 
of local staff and citizens foraddress^-r 
Ing questions concerning economic 
development. The first step is to con- 
vince staff and citizens that training 
In Impact analysis Is a worthwhile In- 
vestment of time. Perhaps the time 
most" conducive to proving the value 
of this Investment Is when the com- 
munity Is facing an Important decision . 
or when It Is confronting the effects of 
someone else's decision. The teach- 
able moment wlih respect to captur- 
Ing Interest In the Impact analysis pro- 
cess Is when a knotty problem Is per* 
celved, and group decision-making at 
the local level Is reqii%d. It the Exten* 
slon educator can Imprc^ upon the 
community the beriefits^fe reaped 
from Impact analysls,'then1ie or she 
can assume one or more of the roles 
outlined. 

Modes of Delivery 

Ass\jmlng a cornmunlty decides to 
proceed with an Impact analysis. It 
will need to determine the appropriate 
Impact model. The Extension educator 
can assist the community as It evalu- 
ates various models against the fol- 
lowing selection criteria: (1) the sim- 
plicity, or complexity^: of the model, (2) 
the cost of delivery, {3).tKig need for 
special equipment, and (4) the time 
required for an answer. 

Simple models and deljvery meth- 
ods may be preferred over compli- 
cated models and methods. However, 
a community should not overlook the.* 
possibility that a simple model may ; • 
not yield the detailed Information nec* 
essary to solve the problem. 

Low*cost models and methods of 
delivery may also be attractive to a 
community, for obvious reasons. But 
costlier models may be necessary to 
evaluate all facets of the problem. 

Models that do not require special 
equipment, such as computer termi- 
nals, may be preferred to those that 
do. However, computers may allow for 
a more comprehensive analysis and 
may shorten the time required to 
answer the community's questions. 

The time available can^ibe an Impor- 
tant consideration when conducting 
an Impact analysis. If a community 
must reach a decision by the end of 
! a public meeting, the amount of detail 
involved in the impact analysis will be 
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limited. Obviously, anilysos nsQdIno 
-moridttalltdlnformttloniWhlohJb:::^:^ 
h80«88iry for aolutlons'to oompjl* 
oitod problems, require longer lead 
times. . ' 

Coniputers are oommonly thought, 
of as the only mode tor performing an 
Impact analysis, but other, nonoompu- 
terlzed modes are available as well. 
The oomplexlty of the problem and the 
•mount of time and money available 
Will dictate the type of Impact model 
and the mode of analyels chosen. 

Forms and Worksheets 

Some analyses may net require any 
equipment other than a worksheet or 
decision form to tr^ce.through the log* 
leal consequences of the Impact. Be* 
cauee calculations are done by hand, 
this method is primarily suited to trac- 
ing Impacts In situations where there 
^re relatively few variables to be 'con* 
sidered and a minimum number of 
linkages. This method Is particularly 
'useful tor Introducing clientele to Im* 
pact analyele and the many steps and 
' assumptions entailed In calculating 
the Impact estimates. 

Hand Calculations 

Recently, Extension staffs In b few 
states haVe been designing Impact 
models suitable for solving on a hand 
calculator. The availability of low-cost 
programmable calculators now makes 
It Is possible to work with Impact 
models somewhat more complex than 
can be handled without the aid of a 
calculator, but at a level of complexity 
below that which can be provided 
through a computer terminal. M'ultlpHe 
"^ memories allow for storing a limited 
number of coefficients and model 
parameters. Work sheets need to be 
carefully designed tb ensure that the 
steps required by the calculator pro- 
gram are followed. 

Computers: Batch Mode 

A growth impact model can be pro- 
grammed In the computer for use In 
batch mode. Each user of the model 
would complete an Input form which 
would detail the specific characteris- 
tics of the community he wished to 
study as well as outline the policy 
alternatives a community Is contem- 
plating. Information on the Input form 
Is then keypunched, the computer job 



.submitted, and the analyola/eiufned ^ 
- to the uier.wlt hln aJ^w hours or.day.s,_ 
with this approach users oan aasess ^ 
the Impacts of each policy alternative. 
The batch mode atlowa the ccmmu- 
nity to use a very comprehensive Im- 
pact model, which yields a lengthy 
and detailed analyals. 

Data tor models requiring calcula- 
tions In the batch mode oan be col- 
lected through mall surveys, personal 
Interviews, or phone Intervlewsi With 
.either method. Extension educators - 
wlll probably play an Intermediary . 
role, making arrangements for comV 
pgter analysis. While local decision' 
, makers might be required to travel • 
some distance from their home com- 
munities, a two-, or three-day work- 
shopiwould force .tije declslcn-makers 
to concentrate on the social and eco- 
nomic relationships governing the 
growth or decline of their communi* 
ties. In all applications, this mode re- 
quires a well designed Input form and, 
In most cases. Extension personnel 
who are knowledgeable aboMt the 
capabllltleaof the model. 

Computers: Interactive Mode 

A grqwth Impact model might be 
made available to cllentele through 
cdmpute?s operating In an Interactive 
mode. A computer can be programmed 
to request specific Infdrmatlon from 
the local decision-maker without a 
person trained with computers per- 
forming an Intermediary role. The' In- 
teractive mode allows the comptiter to 
come to the decision-maker rather 
than^the decision-maker to the com- 
puter. Early Interactive computer sys- 
tems-were often quite limited In pro- 
cesslng,*lnput, and output capabili- 
ties. Recent advances In Interactive 
programs now aHow users to run Im- 
.pact models that are nearly as sophis- 
ticated as those that can operate In 
batch.mode. These advances have re- 
duced processing costs and new com- 
puter terminals allow output to be/ 
^printed at four to six timeis the speed 
of their forerunners. The Interactive 
mode Is^erhaps the showiest method 
^of Impact model dellvery,?afid will al- 
most Invariably get decision-makers 
Interested In Impact analysis. It Is . 
also the most costly method In terms 
of model design and preparajypn time. 



A Combination of 



No single Impact model or delivery 
method will serve all ths needs of Ex* 
tension, Each model and delivery 
method has Its proponents and de« 
tractors, Development Is expected to 
continue lor each method of, delivery, 
since the complexity of the laauea ad* 
dressed and the time and resources 
available tor Impact analyels will vary 
among communities* At the same 
time, calculators capable of aolving 
more complex Impact analyels prob* ' 
lems are quite Inexpensive and the 
methodology for working with Impact 
analysis on a hand calculator Is pro- . 
gressln(Aapldly- The Impact model 
operating In batolt mode allows for 
modeis with w/'ocmplexlnterrela-^^r^^ 
tlonehlpe. The batch workshop forces 
declelon makers to focus on these 
Interrelatlonehlpe. The Interactive 
mode Is attention getting, and recent 
advances In computer technology 
allow for the eolving of modele nearly 
ae sophisticated as those that caji be 
solved In batch mode. 
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